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THE STATE DEBT OF OHIO. I* 
I. MODEST LOANS FOR CANAL CONSTRUCTION, 1825-35 


The history of the state debt of Ohio is not only interesting 
in itself, but it is of value for the bearing it has upon the 
question of the validity of a number of popular financial dogmas. 
Foremost among these is the belief in the utility of a sinking 
fund as a device to render more certain, if not indeed to pro- 
vide funds for, the payment of a government debt. Once in 
her constitution and four times in her statute law did Ohio 
provide for a sinking fund, and yet both constitutional and 
statute law were systematically disregarded by the legislature 
when it was inconvenient to observe them. In the purposes 
for which the state debt was created, its application, manage- 
ment, and final payment, in the unswerving determination not to 
default in the payment of either interest or principal and the 
success of these efforts, in the settlement of the question as to 
how the word “coin” was to be interpreted after the emission 
of greenbacks, and in other particulars, many of which signifi- 
cantly parallel the experience of the national government, Ohio 
offers some valuable lessons. 

The funded state debt of Ohio was created in 1825 for the 
purpose of constructing canals.1 To raise the necessary funds 


*The author desires to acknowledge the assistance of the Carnegie Institution in the 
preparation of this article. 

* From the date of its entrance into the Union in 1803 until 1825 the state of Ohio had 
no funded debt. Temporary deficits had occurred and had been met by the issue of treasury 


249 





250 JOURNAL OF POLITICAL ECONOMY 


for this purpose a board of three commissioners of the canal 
fund was appointed, to whom were given extremely large 
powers in the raising of loans, within the limits only of sums 
prescribed by the legislature. Under the constitution of 1802 
no restrictions of any sort were placed upon the debt-creating 
power of the legislature, and this body was consequently abso- 
lutely untrammeled by any constitutional requirements when 
it entered upon the policy of internal improvements by state 
aid. 

By the act of February 4, 1825, the commissioners were 
authorized to borrow, for the construction of canals in the state, 
not more than $400,000 in 1825, and in any subsequent year 
not exceeding $600,000. This last section was soon changed 
so as to allow them to borrow as much as $1,200,000 in any 
one year. For all loans thus contracted they were to issue trans- 
ferable certificates of stock, interest thereon being limited to 
6 per cent, redeemable at the pleasure of the state between 1850 
and 1875. The earlier of these dates was chosen in all ‘cases. 
In order to facilitate the work of obtaining loans and of trans- 
ferring stock, they were authorized to appoint agents within or 
without the state; one such agent was appointed in New York 
City. Acting under the authority of this law, the commissioners 
of the canal fund sold bonds bearing interest at 5 per cent to 
the amount of $400,000. Subsequent laws provided for further 
issues for the same purpose in the years 1826, 1827, 1828, 1830, 
and 1832, all of which were to bear interest at 6 per cent and 
were to mature in 1850. Including the first issue, the total 
state debt amounted in 1833 to $4,433,000. _ 

One of the most interesting and important parts of the law 
of 1825 had to do with the establishment of a sinking fund for 


warrants in anticipation of taxes; for the year 1808 there were outstanding unredeemed war- 
rants to the amount of $13,000, which was the maximum amount recorded (H.J., 1825, p. 
20). In 1813, and again in 1814 and 1816, temporary loans were made from the Ohio banks 
for the purpose of meeting the direct tax imposed upon the states by the federal government 
to help defray the expenses of the War of 1812. These loans amounted to $55,000 for the 
first, $104,000 for the second, and $32,000 for the third year. They were paid off promptly 
by means of increased taxation, and the treasury warrants were gradually retired, so that at 
no time was a funded debt created. By 1824 the finances were in a sound condition and a 
clear balance of $40,000 stood in the treasury. 
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the redemption of the principal of the debt, and with the 
specific pledge of the state taxes for the payment of interest. 
As these were distinctive features of the Ohio bond issues and 
helped to raise high the credit of the state in the financial 
world, it will be worth while to quote in full this provision of 
the law of 1825. 

That for the payment of interest, and the final redemption of the 
principal of the sums of money to be loaned under the provisions of this 
act, there shall be, and are hereby, irrevocably pledged and appropriated 
all the net proceeds [of the canals, and water-rents, etc., connected with 
them, and also certain sums from the general revenue to be raised by 
taxation until 1832] and for each succeeding year thereafter, such sum 
as will produce, together with the net profits of the canals, actually col- 
lected and paid into the treasury for each year, an amount sufficient to 
meet the interest payable for such year; and also the sum of $25,000 
for each year in addition, until the said several surplus sums, over and 
above the amount required to pay the interest on the loans, will form 
a fund sufficient for the redemption of the principal sums to be borrowed 
under the provisions of this act, when said several sums shall become 
redeemable; and the faith of the state is hereby pledged, that the tax 
hereby levied shall not be altered or reduced, so as to impair the security 
hereby pledged for the payment of the interest, and the final redemption 
of the principal of the sums to be borrowed by virtue of this act. 


The actual way in which the provisions of this act were to be 


carried out may be more clearly indicated in the following tabular 
statement :* 





Sinking Fund 
For Payment of Interest for Payment 
of Principal 





$40,000 then in the Treasury, and $30,000 to be 
raised by taxation 
Sufficient to be raised by taxation 
“ “ “ “ “ “ 


Tolls and profits from canals plus necessary taxation 
“ “ce ae “ “ “ “a “ 


25,000 








25,000 





* Cf. Norris, “Internal Improvements in Ohio,” Publ. Amer. Hist. Assoc., III, 111, note. 
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It was thought that by the end of the third year after the 
completion of the canal the profits would be so large that the 
sinking fund would be wholly met by them, in which case no 
taxation for that purpose would be necessary. The first re- 
ceipts from tolls were received in 1827,° but they were quite 
insufficient to meet even the interest on the growing debt, let, 
alone the requirements cf the sinking fund. In order to meet 
the requirements of the law of 1825 and yet avoid the necessity 
of making the policy of internal improvements unpopular by 
levying heavy taxes for these purposes, the commissioners and 
auditors used every other resource possible. By the law of 
1825 the auditor was given authority to determine the rate of 
taxation each year, which rate the legislature was to establish 
at the following session. To aid the construction of canals 
Congress had granted lands to the state, the proceeds from 
the sale of which, amounting, down to the year 1833, to about 
$2,000,000, were used to pay the interest on the debt. The 
school funds to the credit of counties were borrowed for this 
purpose from year to year by the commissioners of the canal 


fund, to a total amount of $1,566,930.4 About $264,000 were 
realized as premiums on loans, and this sum was used for the 


same purpose. 

The most important resource of all, however, consisted in the 
sinking fund which was accumulating under the law of 1825. 
It is impossible to state when the sums credited to this were 
first borrowed by the commissioners of the canal fund for canal 


* The first section of the Ohio Canal from Cleveland to Akron was opened this year. The 
receipts amounted to $1,500. 

* A few of the loans thus made are stated below; they serve to illustrate the policy of the 
commissioners in this regard: 

Act of February 2, 1822—$7,146 of the Virginia Military school fund loaned for one year at 6 per cent. 

Act of January 27, 1823—$7,575 of the Virginia Military school fund loaned for one year at 6 per cent. 

Act of January 27, 1823—$3,822 of the Virginia Military school fund loaned for one year at 6 per cent. 

Act of February 24, 1824—provides that loans from the Virginia Military school fund shall be repaid 
by the auditor. (This was not done.) 

Act of February 7, 1825—-$25,509 of Virginia Military school fund, borrowed for one year at 6 per cent. 

Act of February 8, 1826—$32,134 of Virginia Military school fund, borrowed for one year at 6 per cent. 

Act of January 30, 1827—$39,196 of Virginia Military school fund, borrowed for one year at 6 per cent. 

Act of February 12, 1828—$46,420 of Virginia Military school fund, borrowed for one year at 6 per cent. 

Act of February 12, 1828—$3,967 of United States Military district school fund, borrowed for one 
year at 6 per cent. 

Act of February 12, 1828—$4,892 of United States common school fund, borrowed for one year at 
6 per cent. 
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construction, but the policy was early entered upon. About 
$2,000,000 in all was absorbed from this source. In these ways 
the large expenditure for canals was:not felt so directly, or so 
soon, as a burden, and the people were in a measure deceived 
as to the cost. The debt meanwhile rapidly increased. The 
following statement from a contemporary, though twenty-five 
years later, will make this point clear. 


The fund provided for by the law of 1825 was used for a different 
purpose [than the payment of the debt], and was used to save the levying 
of taxes, and by the refusal of the legislature to levy taxes to meet the 
interest upon our increased liabilities, a deception was worked upon the 
public mind. By means of that deception they tolerated this rapid ex- 
penditure in the public works in the state of Ohio, and by that means 
our debt accumulated to its present amount [$16,000,000 in 1850]. Had 
they adhered to the provisions of that law, the burden of taxes would 
have been felt by the people as the debt increased, and they would have 
checked the expenditure at the proper time.® 


But the concealment of the increase in the debt by these 
expedients was not the most important result of this policy. 
The most striking feature in the entire history of the state 


debt of Ohio was the complete disregard of all sinking fund 
provisions. Four times in the history of Ohio laws were sol- 
emnly enacted pledging the faith of the state to levy taxes for 
the purpose of accumulating a sinking fund with which to re- 
deem the debt at an accelerating pace. Each time these laws 
were evaded, disregarded, or utterly forgotten. The law of 
February 4, 1825, had carefully provided for the creation of a 
sinking fund “pledged for the payment of the interest and the 
final redemption of the principal of the sums to be borrowed 
by virtue of this act.” While payments were at first faith- 
fully made to the sinking fund, as soon as they amounted to 
any considerable sum they were “borrowed” by the commis- 
sioners of the canal fund and spent by them upon canal con- 
struction. For years the finances of the state were hopelessly 
confused by transfers from one fund to another and by a 
floating indebtedness which never remained long in any one 
place. This was done with the connivance of commissioners 
5 Mr. Hawkins, in Debates of Ohio Constitutional Convention of 1851, I, 481. 
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and auditors, and with legislative sanction. The existence of 
a large unused fund proved too great a temptation to legislators 
and executive officers, and the provisions of the law were con- 
tinually evaded. 

However skilfully the accounts were juggled, and however 
carefully the indebtedness of the canal fund to the sinking 
fund, to the school funds, and to others was recorded, the 
indisputable fact remained that the sums pledged to the sinking 
fund were expended for canal construction and not for debt 
payment. The futility of a sinking fund provision during a 
period of continuous and growing expenditures was never more 
clearly shown. -s 

The question may properly be raised at this point as to 
the wisdom of the sinking fund provision. The first criticism 
that suggests itself is the utter inadequacy of the fund as pro- 
vided for under the act of 1825. In 1833 the canal debt was 
$4,433,000; at the rates of accumulation under the sinking 
fund act, it would have taken about 170 years to have liqui- 
dated this debt. However, it must be remembered that the 
original estimate of Governor Brown as to the cost of the 
canals of the state was only $3,000,000. Moreover, the principle 
invoked was a sound one. The payment of the debt was made 
to rest upon a clear surplus of revenues over expenditures, 
secured by canal receipts if possible, but if not, then by taxa- 
tion. It was not a mere bookkeeping device, consisting of 
liabilities of the state accumulating at compound interest. It 
was the application of the principle of Gallatin as contrasted 
with that of Hamilton and Pitt. 

In estimating the wisdom of the sinking fund act, the re- 
sources of the state should be taken into account. Could the 
sums provided for, in payment of interest and principal, be 
successfully raised by taxation? In 1825 the value of the real 
estate in Ohio was $45,000,000, and that of personal property 
$14,000,000, on which the taxes amounted to $103,800 and 
$53,200 respectively. The real estate tax was thus about 3% 
mills. As the canal receipts were expected to meet all the 
interest payments, it is evident that only a slight addition to 
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current rates of taxation was contemplated for the purpose of 
meeting the small payments required for the sinking fund. 
The resources of the state were quite adequate to this. 

Useless as this piece of legislative machinery actually proved, 
the promise given in the act of 1825, and repeated in several 
subsequent acts authorizing loans, which pledged taxes for the 
payment of interest and principal, had the effect of raising 
the state’s credit in the loan market to a high point. The 
first loan of 1825 for $400,000 was placed at 97%, but as the 
rate of interest—5 per cent—was considerably below the market 
rate, this may be regarded as a sale at a virtual premium. On 
the subsequent loans from 1826 to 1832 the rate was 6 per 
cent, and on all of these premiums were realized. The loan of 
1832 bore a premium of 24 per cent, which was the highest 
received by the state on any loan placed during the entire 
period of internal improvements. By the end of this last year, 
when loans ceased for a while, the total amount of stock issued 
was $4,433,000, upon which premiums to the amount of 
$264,315 were realized, or 6.5 per cent on the amount of 6 
per cent stock sold. 

ISSUES OF OHIO STATE BONDS FOR CONSTRUCTION OF CANALS* 





| Amount Rate of Interest Premium 





| 5% $ 10,0c0ot 
6 8,475 
z 77,580 


6 
6 











$4,433,000 $264,315 





* The figures from 1825 to 1832, except the column headed “Premium,” are given in the Report of 
the Board of Commissioners Appointed by Act of March 12, 1845, to Examine the Accounts of the Board of 
Canal Commissioners, p. 650. Almost every report printed gave different amounts for the various issues, 
but the above seemed more likely to be accurate than most. There were no further bond issues until 
1836; for those from that date to the final one in 1845, see the table below, on p. 266. 


t Discount. 

During the early period of canal construction, from 1825 
to 1838, loans were generally secured by soliciting proposals for 
subscriptions through advertisements published in the news- 





256 JOURNAL OF POLITICAL ECONOMY 


papers in the large cities, especially New York and Philadel- 
phia, and at such distant periods as to give time for the 
information to reach Europe. This method was discontinued 
by the act of March 19, 1838, and thereafter loans were ne- 
gotiated chiefly through the agency of brokers. The early 
loans were made through the Manhattan Bank of New York, 
which was constituted an agency for that purpose by the canal- 
fund commissioners. The bank paid the interest to the stock- 
holders, issued and registered the certificates and transfers, and 
transacted other business of an agency. Proceeds of loans were 
placed in this bank and transferred as wanted, in small instal- 
ments, to Ohio banks, which were selected by the fund com- 
missioners. The Manhattan Bank allowed the state 5 per cent 
interest on all undrawn deposits (this was soon reduced to 
4 per cent’), with the exception that so long as the de- 
posits should continue, $20,000 of them should be exempt from 
the charge of interest as a compensation to the bank for its 
work.® Up to 1834, the amount received by the state from this 
source was $131,468.89. 

The first period of the state debt may be said to have ended 
in 1835. During the period 1825-35 two important canals 
had been built by the state, but on the whole wisely and eco- 
nomically. The entire indebtedness in 1835 amounted to only 
$4,433,000, including the floating debt owed to the school funds, 
etc. In spite of the misappropriation of the sinking fund to 
purposes of canal construction, the debt had been kept within 
modest limits. The interest had always been paid punctually, 
and the credit of the state stood high. Moreover, the burden of 
taxation upon the people occasioned by this expenditure was 
not as yet felt as a serious burden. 


* Report of Board of Commissioners to Examine Books, etc., of Canal Fund Commission- 
ers, Exec. Doc., 1845-46, II, sos. 

7 “Special Report of Ohio Fund Commission, February 24, 1840,” Ohiv Canal Docs., 1840, 
No. 91, p. 5. 

* Mr. Charles N. Norris is consequently in error when he says the state paid the bank 
$2,000 a year. See “Internal Improvements in Ohio, 1825-1850,” Papers of the Amer. Hist. 
Assoc., III, 1889, No. 2, p. 122. 
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Il. EXTRAVAGANT LOANS, 1837-46 


In 1837, under pressure from the people, who were clamor- 
ing for further internal improvements, Ohio entered upon the 
policy of subsidizing private railroad, canal, and turnpike com- 
panies. By the act of March 24, 1837, the legislature authorized 
the loan of the state’s credit to railroad companies, and sub- 
scriptions by the state to the capital stock of canal and turn- 
pike companies, without limitation. Almost $3,000,000 was 
added to the state debt by this law in the next three years.° 
In 1840 the law was repealed. . 

Encouraged by the success of the earlier undertakings the 
state also inaugurated new works on her own account. In 
1837 the construction of the Wabash and Erie Canal, which 
was an extension of the canal of that name in the state of 
Indiana, was begun from the border of the state at the junction 
of the Maumee and Auglaize rivers to Toledo; this was com- 
pleted in 1842. The Miami Extension Canal, from Dayton to 
the Maumee River, had been begun in 1832, but dragged along 
for a dozen years and was not finally united with the former 
canal until 1845.*° Various branch canals were also constructed 
at this time, such as the Warren County Canal (1836-40) ,™ 
costing $217,552; the Walhonding Canal (1836-41) ; the Hock- 
ing Canal (1836-42) ; the Muskingum improvement (1836-41). 
All of these enterprises called for large sums of money and the 
state again entered the market as a borrower. Beginning with 
1836 bond issues were sold every year until 1845, when the 
canal system was practically completed. The building of new 
canals in Ohio came to an end in 1847, at which time the state 
owned an artificial waterway system of 814 miles. 

The new policy of improvements was inaugurated with a 
very modest loan of $20,000, which was sold at par to David 

* The amount of stock still held by the state in private companies in 1848 was as follows: 
in 26 turnpike companies, $1,921,676; in 2 canal companies, $570,000; in 3 railroad com- 


panies, $482,095; total, $2,973,771, or 65 per cent of the whole state debt as it stood in 1837, 
the year of the passage of the law. 


*° When united the three sections known as the Miami, the Miami Extension, and the 
Wabash and Erie canals, were called the Miami and Erie Canal.—Act of March 14, 1849. 


*™ The dates show the commencement and completion of the canals. 
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Crouse, of Ohio. This, as well as all subsequent issues with 
the exception of one of 1837 and that of 1843, bore 6 per cent 
interest. During the following year the increasing expenditures 
of the state necessitated a larger loan of $500,000, which was 
placed at a premium of over 12 per cent, and one of $150,000 
bearing 5 per cent interest, which was placed at par. In 1838 
a large loan of over $2,000,000 was effected at a premium of 
9.6 per cent, and in the following year a still larger amount 
was required, of almost $2,500,000; this was sold at a premium 
of about 3 per cent, and was the last issue to command a 
premium. That any premium at all should have been paid 
in such troubled times gave evidence of the high regard in 
which Ohio stocks were held. Public confidence in the financial 
credit and integrity of the state was moreover promoted by 
the action of the canal fund commissioners in paying the interest 
of the debt in 1837 in specie, which commanded a premium 
of 9 per cent after the suspension of specie payments. The 
same policy was pursued in 1838, when specie, or its equivalent 
in New York City paper, was at a premium of 3 per cent.’? 

In the meantime another resource had come into the hands 
of the canal fund commissioners, which enabled them to carry 
on the work of internal improvement. By act of June 23, 
1836, Congress had provided for the distribution of the sur- 
plus revenue, above the sum of $5,000,000, then in the Federal 
Treasury, among the states in proportion to their representa- 
tion in Congress. Ohio received as her share $2,007,260. As 
it was expected that the federal government would in time call 
upon the states to refund these “deposits,” this fund was not 
immediately used for purposes of canal construction. It was 
distributed to the counties where it was placed under the con- 
trol of county fund commissioners for investment.** Such in- 
vestments might be “for the support of schools, or for the 
promotion of internal improvements, or for the building of 
academies.’"* Security was to be taken for double the amount 


* “Report of Canal Commissioners,” Exec. Doc., 1837, No. 1, p. 5. Cf. A. C. Flagg, 
“Debts and Stocks of the Several States of the U.S.,” Amer. Almanac, 1841, p. 130. 


** Act of March 28, 1837. ™ Act of March 109, 1838. 
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loaned. Most of the money received by the state was used by 
the counties in the ways permitted by the act of 1838, and 
considerable sums were loaned by them to the canal fund com- 
missioners for the construction of canals. In 1839 these 
amounted to $112,613. Over $60,000 which remained in the 
hands of the state auditor was used in the same way. Most 
of the money in the hands of the county commissioners was, 
however, loaned to individuals or corporations on good security 
and the income devoted to school purposes. These loans were 
made to mature in 1850, at which time they were repaid into 
the state treasury to be applied to the redemption of the public 
debt falling due that year. This is shown in the following 
debt statement for January 1, 1839 :1° 

Permanent loans $ 6,430,000 

Domestic school funds 1,099,133 

Surplus revenue from county fund commissioners 112,613 

Surplus revenue from auditor of state 60,279 

Railroad scrip (to 3 companies) 173,515 

Subscriptions to capital stock of canal and turn- 

pike companies (to 20 companies) 2,079,100 
School funds, transferred to general revenue in 
1835 and 1836 


$10,030,162 


The revenue derived from tolls on the canals was insufficient 
to meet the interest payments on the loans and was consequently 
aided by a state tax for canal purposes. But, for some reason, 
no canal tax was levied during the year 1835-36, and it be- 
came necessary to borrow from the other funds to meet the 
interest. Over $75,000 was transferred from the school funds 
in these years. This seems to have been the beginning of a 
vicious practice, which continued for some years, of borrowing 
money to pay the interest on the debt. 

In the six years ending with 1844 [wrote T. P. Kettell,* a contem- 
porary critic], the deficit of the interest fund reached nearly $1,600,000. 


*s “Special Report of Auditor, January 3, 1839,’’ Exec. Doc., No. 33, pp. 3-6. This is the 
first statement of the public debt in any of the reports. After this they are made regularly 
by the auditor. 

*© Hunt’s Merchants’ Magazine, XXI, 408. 





260 JOURNAL OF POLITICAL ECONOMY 


This was partly supplied by $67,046 received from the United States 
under the distribution of the public lands, by transfer of money from 
other funds and irregular sources, and by adding nearly $000,000 to the 
state debt. This was the case notwithstanding that the rate of taxation 
reached a high figure. 

In his report for 183977 the auditor estimated that the 
annual interest charge upon the public debt was $660,000. To 
meet this there were available the tolls and revenues from the 
canals amounting to $228,484 (after deducting the cost of 
superintendence and repairs, estimated at $250,000), and the 
proceeds from the canal tax amounting to $177,759. This left 
a deficit of over $250,000 for interest payment, which was 
met by the creation of additional loans. 


This means of addition to a public debt is of a startling character, 
and certainly a most miserable financial operation The great error 
and one which has proved an ignis fatuus to our public authorities, leading 
them still farther into the labyrinth of public debt, has been the habit 
of reporting and regarding our domestic debt [the school funds] as accumu- 
lating revenue for canal purposes, and shutting their eyes to the fact 
that every dollar of that revenue so appropriated to the payment of interest 
was itself borrowed and accumulating interest for the future as certainly 
as if it had passed through the more formal routine of negotiation in Wall 
Street or in London.” 


But with all this increase of debt the public works were far 
from being completed. It was estimated?® in 1840 that 
$2,438,000 would be required to prosecute the canals already 
begun and to meet the payments to turnpike companies for 
stock subscribed to by the state. This would have to be met 
either by additional taxation or by further additions to the 
debt. The easier method of borrowing was resorted to. In 
1840 a deficit of $281,000 was reported in the interest charges, 
and again resort was had to borrowing to pay interest; a loan 
of $305,000 was made for this purpose.?° But this relief was 
only temporary. So hard pressed were the canal fund com- 


** December 2, 1839. 

** Auditor's Report, December 2, 1839. 

** Governor's Message, January, 1840. Cf. Auditor’s Report, December 2, 1830. 
* Act of March 23, 1840. 
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missioners for money to meet the accumulating interest charges 
that in November, 1840, they asked the auditor to advance them 
$200,000 of the revenue of the current year for the payment 
of the January interest. This he refused to do. 

In 1841 the auditor called attention to an estimated deficit 
of upward of $400,000 in the funds available for the pay- 
ment of interest, equivalent to 3%4 mills on the grand levy of 
the state.2?_ The contracts on the public works also called for 
considerable sums in excess of current revenue. To meet these 
requirements bonds to the amount of over $1,000,000 were 
sold,?? but the bond market was in such a demoralized condi- 
tion that it seemed inadvisable to resort to that for the addi- 
tional funds needed. As a result of the action of the state 
of Mississippi in repudiating some of her bonds, and of fear 
that Ohio, with other western states, might be tempted to pur- 
sue the same policy, the credit of the state had declined greatly 
in the eastern market. The price of many of the western stocks 
had depreciated 25 per cent or more. Rather than sell the 
state bonds at a sacrifice in New York, the commissioners on 
April 3, 1841, addressed a circular to each of the Ohio banks, 
inviting propositions for the purchase of permanent stock; and 
if that were declined, for temporary loans. From all the banks, 
except the Franklin Bank of Columbus and the Bank of Chilli- 
cothe, unfavorable replies, or none, were received. On April 
19 an arrangement was concluded with the Bank of Chillicothe 
for a loan of $581,000, to be paid in such currency as the 
Treasurer would receive; the loan to bear 6 per cent interest, 
payable semi-annually, in currency, at the treasury; and the 
principal to be reimbursed in the City of New York, as fol- 
lows: $100,000, on May 1, 1842; $200,000, on December 1, 
1842; $100,000, on March 1, 1843; and $181,000, on May I, 

* “ Auditor’s Report, 1841,” Exec. Doc., No. 74, p. 3. 

* Act of March 29, 1841. This act authorized the commissioners of the canal fund to 
borrow $400,000 “‘on any terms” to complete the Wabash and Erie Canal, $200,000 for the 
Miami Canal, $73,000 for the Maumee road, $200,000 for the Muskingum improvement, $560,- 
ooo for the Walhonding Canal; these all to be at 6 per cent interest. They were also author- 
ized to borrow “‘on the best terms possible’? $581,000 as a temporary loan, for not over three 


years, for the purpose of paying contractors; and finally, $480,000 to meet the state subscrip- 
tion to turnpike, railroad, and canal companies. 
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1843. To secure the fulfilment of the contract on the part of 
the state, the bank was authorized, in the event of the com- 
missioner’s failing to pay as stipulated, to receive stock, to an 
amount exceeding the instalment due by 20 per cent, and to 
sell it on the best terms practicable, in order to reimburse the 
amount due at the time.2* On April 21, a loan of $500,000 
was made of the Franklin Bank, payable in the same medium, 
at the same rate of interest, and reimbursable at the city of 
New York: $50,000, on November 1, 1841; $100,000, on 
May 1, 1842; $100,000, on December 1, 1842; and $200,000 
on June 1, 1843. The fulfilment of the contract was secured 
in the same manner as that with the Bank of Chillicothe. 

“The good effects of these loans,” wrote the commis- 
sioners,** “were speedily seen in the renovated confidence of all 
concerned, and the vigorous activities immediately apparent 
upon all the public works.” 

The bargain made with the banks was a hard one and re- 
sulted in considerable loss to the state through the receipt of 
depreciated and doubtful bank notes, but it was the only way in 
which the necessary funds could be raised. At the same time 
the banks were thought to have acted very generously. The 
commissioners also “borrowed” from the school fund ($39,987), 
from the sinking fund, and from whatever available assets there 
were in the state treasury. “During the present year,” they 
wrote truthfully enough, ‘“‘we have exhausted every source of 
supply, both domestic and foreign, within our reach; and it 
was not without the greatest exertion that we succeeded as far 
as we did in procuring funds.” They recommended the suspen- 
sion of work on the public improvements, and the repeal of the 
loan law of 1837.*° 

In spite of the failure of the legislature to resort to vigorous 
taxation?® for the purpose of meeting the interest charges and 


**» The payments were not made by the commissioners as agreed, and the banks accord- 
ingly sold the state stocks for 75 to 83 in Ohio, which was higher than it could have been sold 
on the New York market.—Report of Canal Fund Commissioners, December 24, 1842, pp- 
13-14. 

™ Exec. Doc., 1841, II, No. 49, p. 5. *5 Tbid., p. 11. 

* The attitude of legislature and executive officers to an increase of taxation is well illus- 
trated by the lament of the auditor in 1840 concerning a resort to the remedy “most to be 
deprecated—an increase of taxation.’’—Auditor’s Report, December 8, 1840, p. 29. 
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cost of completing the canals, the burden of taxation was steadily 
increasing. The amount of the canal tax—which, as we have 
seen, was devoted to the payment of the interest on the public 
debt—kept constantly growing: in 1839 it was $221,389; in 
1840, $283,855; in 1842, $329,286. These sums were almost 
exactly half of all that was raised by the state in taxes. During 
this period the auditor’s reports are full of complaints about 
the weight of the taxes.?* 

In 1841 the state debt was $15,573,000, which included 
$1,606,000 of floating debt. As this floating indebtedness, com- 
posed of current liabilities and accumulated deficits, had been 
constantly increasing, the fund commissioners in 1842 sold 
$1,300,000 of bonds to meet it, at an average discount of 33.6 
per cent. To Baring Brothers of London $100,000 was sold at 
60 per cent, and $36,000 at 80 per cent; the bonds sold in New 
York were disposed of at prices ranging from 60 to 70 per cent. 
In the same year another issue was authorized** of so much stock 
as would net $500,000, for the purpose of repaying the tem- 
porary loan of the year before from the Ohio banks. To 
obtain this amount it was necessary to issue $667,063 in stock, 
which represented a discount of 33.4 per cent. To such a low 
state had the credit of Ohio been brought by the temporizing 
and weak financial policy of the legislature and canal com- 
missioners, as well as by the early extravagance and the dis- 
honesty of sister states. 

All the stock sold during the year bore 6 per cent interest 


*7 In his report for 1841 (p. 13) the auditor says, “‘the taxes are now exceedingly burden- 
some upon our people.’’ But even more burdensome were the local taxes. The situation in 
this respect is well stated by John Brough, one of the ablest of the state auditors of Ohio, in 
his report for 1843 (p. 25): “‘The true source of this burden [of taxation] lies in the continued 
increase of our public debt, the interest on which is equal to $1,000,000. From the hitherto 
unfinished, and consequently unproductive character of our public works, something rising 
$600,000 of this sum has been required to be raised by direct taxation. Take away this item, 
and the taxation for state and school purposes is but two mills on the dollar, creating an aggre- 
gate of but $270,000 per annum. But all the taxation of the state, when added together, does 
not equal, in the aggregate, one-third of the public burdens. It is the county, the township, 
the poor, the road, and other taxes, that go to increase these burdens, and render them oppress- 
ive. The counties have followed the example of the state. Their authorities, acting under 
special enactments, have incurred debts, embarked in expensive works of internal improve- 
ment, erected costly public buildings, and taxation of the people follows as a necessary conse- 
quence.” 


* Act of March 7, 1842. 
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and was redeemable in 1860. The same law which provided 
for refunding the temporary loan of $500,000,?® forbade the 
issue of any more stock redeemable outside the state of Ohio, or 
any on which the interest should be paid outside the state. 
Ohio thus asserted her financial independence. Up to this time 
the stock had been redeemable, and the interest paid, in New 
York City, and the debt thus issued had been known as the 
“foreign” debt. The same law suspended all work on the 
canals, except the Wabash and Erie Canal and those parts on 
the others then under contract. 

This loan relieved immediate necessities, and the state was 
enabled to maintain her record of never defaulting on interest 
payments. “It is a matter of great pride and just gratification 
to every citizen of the state,” said the governor,®® “that while 
in various portions of the Union, states and communities, sink- 
ing under the pressure of the times, have failed to comply with 
their compacts, the pledged faith of Ohio has been hitherto 
preserved without a stain.”” At the same time he speaks of the 
“burden of taxation, which at this time weighs heavily upon 
all, but especially the farming part of the population.” 

In spite of these loans, the public works remained unfin- 
ished; for these it was estimated that $1,500,000 would still 
be required. In 1843 this amount was accordingly authorized 
to be raised by the sale of bonds bearing 7 per cent interest 
to become due in 1851. To place these new loans the com- 
missioners of the canal fund went to New York, where they 
found Ohio stocks selling for less than 70. The defalcation in 
their interest payment on the part of the states bordering on Ohio 
had created a marked want of confidence in all western se- 
curities, including those of Ohio, in the minds of investors, who 
naturally expected that this state would be the next to de- 
fault. In order to inform the public as to the financial sound- 
ness of Ohio, “a statement of her financial condition was 
drawn up, embracing a brief history of her public works, the 


* Act of March 7, 1842. 
* “Governor’s Message, 1842,” Exec. Doc., No. 1. 
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cost of construction and repairs, the amount of tolls received, 
the net proceeds of each work, and such other facts as were 
deemed necessary to place the whole subject properly before 
the public.” *4 To induce permanent investors to take the 
loan, the rate of interest was raised to 7 per cent, and the 
surplus revenue of 1837, then in the hands of the county fund 
commissioners, was pledged specifically for the redemption of 
the bonds, which were made redeemable in 1851. A notice for 
receiving proposals was published in several of the city papers, 
but only one proposition was made, and that was to take 
$600,000 of the 7 per cent stock at par. This was accepted, 
and on September 14 of the same year the same parties sub- 
scribed to the other $900,000 on the same terms. 

The beneficial results of this action were soon felt. Canal 
warrants, which the commissioners could not cash on account 
of lack of funds, and which had been selling at 40 to 50 per 
cent of the face value, now rose nearly to par. Of the domestic 
debt the auditor wrote:** “The domestic debt is in much 
better credit than it was twelve months since, notwithstanding 
the additions which have been made to it. It is sought now 
with eagerness, as a means of investment, and is gradually 
approximating, in price, its actual value.” With the issue of 
the 7 per cent stock in 1843 the state debt of Ohio practically 
reached high-water mark. In 1844 further loans, amounting to 
$210,000, were effected, and in 1845 a final one of $133,500, 
but as domestic stock to the amount of $136,912 was can- 
celled this same year, the net debt was not increased. The 
year 1844 consequently saw the maximum. In that year the 
debt, stood as follows: foreign debt, $16,946,000; domestic 
debt, $735,000; irreducible debt, $1,425,000; total, $19,277,000. 
The annual interest charge on this sum amounted this year to 
$1,167,444, and remained at about this figure for the next 
decade. The additions to the debt from 1836 to 1845 are shown 
in the following table: 


* “Report Canal Commissioners, 1843,’’ Exec. Doc., No. 25, p. 4. 
* Auditor's Report, 1843. 
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ISSUES OF OHIO STATE BONDS, 1836-45* 








Amount 


Date of 
Maturity 


Rate of 
Interest 


Premium 





$ 20,000 
150,000 
500,000 

2,010,000 
2,416,123 
305,000 
1,113,000 
500,000 
1,300,000 
667,063 
1,500,000 
367,000 
210,000 
133,000 


DAAWABDAAAAAAM AH 


par 

par 
$ 62,850 
193,412 
70,436 





? 
discount 
Dar 
$432,702 
167,063 
par 
? 
par 
? 








$11,191,186 











$326,698 





* The figures from 1836 to 1839 are taken from the “Special Report of the Canal Fund Commissioners, 
February 24, 1840,” Ohio Exec. Doc., 1840, No. 91, p. 5. The figures from 1840 to 1845 are taken from 
the semi-annual reports of the canal fund commissioners. The issue for 1838 is given as $1,210,000 in 
the special report of the auditor in Exec. Doc., 1838-39, I, No. 33, p. 3- 


Ernest L. BoGart 
UNIVERSITY OF ILLINOIS 
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APPENDIX 


OHIO STATE DEBT, 1825-1903* 








Foreign 


Domestic 


Total Funded 


Irreducible 





1856 





$400,000 
1,400,000 
2,600,000 
31733,000 
31733,000 


45333,000 
4333,000 
4,433,000 
4,433,000 
41433,000 


4:433,000 
41453,000 
5,103,000 
7,113,000 
9,646,000 


10,981,000 
11,411,000 
12,876,000 
15,623,000 
16,946,000 


16,964,000 
16,964,000 
16,964,000 
16,881,000 
16,881,000 


16,567,000 
16,137,000 
15,137,000 
14,917,000 
14,240,000 


13,731,000 
13,731,000 





$1,475,000 
1,784,000f 


1,742,000§ 
1,209,000)| 
1,394,000] 
1,095,000** 
971,000fT 


4 


767,000 3 
799,000 
750,000 
729,000 
530,000 


494,000 
448,000 
384,000 
301,000 
285,000 


278,000 
278,000 





$400,000 
1,400,000 
2,600,000 
3;733,000 
31733,000 


41333,000 
45333,000 
45433,000 
4,433,000 
4,433,000 


4:433,000 
4,453,000 


12,723,000 
12,620,000 
14,270,000 
16,718,000 
17,917,000 


17,731,000 
17,763,000 
17,714,000 
17,610,000 
17,411,000 


17,061,000 
16,585,000 
15,521,000 
15,218,000 
14,525,000 


14,009,000 
14,009,000 





$1,245,000 
1,290,000 
1,347,000 
1,384,000 
1,406,000 
1,425,000 


1,455,000 
1,483,000 
1,519,000 
1,567,000 
1,616,000 


1,684,000 
not given 
not given 
1,988,000 
not given 


2,265,000 
2,398,000 





* The figures are taken from the annual reports of the auditor, but no statements are made previous 
to 1838. The earlier statement of foreign debt is computed by taking the dates of the bond issues as the 
basis. The foreign debt comprised that portion of the debt the principal and interest of which was pay- 
able in New York City; the domestic debt was"payable in Ohio. The irreducible debt consists of the 
proceeds of land sales devoted to school purposes, the proceeds of which the state has used, and on which 
it pays interest at the rate of 6 per cent to the school funds. It represents a growing and a permanent 
obligation, but is not funded. 


t Includes scrip issued to canal, turnpike, and railroad companies. 
t Includes $309,333 for scrip issued to railroad companies, in addition to above. 


§ Includes $581,515 for railroad and canal scrip; $63,333 for loan from the counties; $23,197 for 
money loaned by auditor of state; $1,073,529 subscribed to railroad and canal companies. 


|| Includes $1,606,000 floating debt, and balance canal and railroad scrip. 

{ Includes $1,293,000 floating debt, and balance canal and railroad scrip. 

** Includes $544,000 floating debt, and balance canal and railroad scrip. 

tt Includes floating debt and canal and railroad scrip. 

tt Includes outstanding scrip issued by state, not stated separately hereafter. 
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APPENDIX—Concluded 








Foreign 


Domestic 


Total Funded 


Irreducible 








$13,621,000 
13,621,000 
13,621,000 


13,621,000 
13,408,000 
13,284,000 
12,936,000 
12,815,000 


12,230,000 
11,134,000 
10,494,000 
10,130,000 

9,615,000 


9,383,000 
9,018,000 
8,582,000 
8,209,000 
7,987,000 


7,948,000 
6,485,000 
6,480,000 
6,477,000 
6,477,000 


6,475,000 
5,200,000 
4,900,000 
4,521,000 
4,101,000 


3,719,000 
3,844,000 
3,340,000 
3,040,000 
2,790,000 


2,540,000 
2,290,000 
2,040,000 
1,790,000 
2,040,000 


1,790,000 
1,540,000 
1,290,000 
1,240,000 
1,000,000 


700,000 
450,000 





$277,000 
277,000 
277,000 


277,000 

I ,109,000§§ 
858,000 
529,000 
686,000 


682,000 
681,000 
538,000 
402,000 
402,000 





$13,898,000 
13,896,000 
13,896,000 
13,900,000 
14,517,000 
14,142,000 
13,505,000 
13,501,000 


12,912,000 
11,815,000 
11,032,000 
10,532,000 
10,017,000 


9,752,000 
9,022,000 
8,584,000 
8,209,000 
7,987,000 


7,948,000 
6,485,000 
6,480,000 
6,477,000 
6,677,000 


6,475,000 
5,200,000 
4,900,000 
4,521,000 
4,101,000 


3:719,000 
3,844,000 
31340,000 
3,040,000 
2,790,000 


2,540,000 
2,290,000 
2,040,000 
1,790,000 
2,040,000 


1,790,000 
1,540,000 
1,290,000 
1,240,000 
1,000,000 


700,000 
450,000 





$2,503,000 
2,534,000 
2,626,000 


2,678,000 
2,796,000 
2,879,000 
3,025,000 
3,164,000 


3,278,000 
3,536,000 
3,709,000 
3,412,000 
31435 ,000 


3:935,000 
3,967,000 
4,023,000 
4,070,000 
4,121,000 


4,178,000 
4,208,000 
4,231,000 
4,261,000 
4,290,000 
4,333,000 
4,362,000 
4,393,000 
4,430,000 
4,446,000 
4,490,000 
4,516,000 
4,527,000 
4,566,000 
4,584,000 


4,610,000 
4,617,000 
4,633,000 
4,640,000 
4,646,000 


4,649,000 
4,661,000 
4,671,000 
4,679,000 
4,685,000 
4,698,000 
4,716,000 
4,730,000 
4,748,000 





$§ War loan of $1,212,039 made this year in domestic stock. 
{1 Consists of old canal loan of 1846 on which interest has long ceased, but which has never been 
presented for payment. Is still outstanding. 














RATES OF INTEREST AND THE PRICES OF INVEST- 
MENT SECURITIES: 1890-1909 


The following tables of the prices of bonds and of the in- 
terest yielded by investment securities, commercial paper, and 
call loans have been made in connection with an investigation 
into business cycles since 1890. They are companion pieces to 
the tables of relative prices of common and preferred stocks, 
published in the issues of this Journal for May and July, 1910. 
The text of the present paper is limited to a description of the 
tables, a brief analysis of the results, and a comparison between 
the course of interest rates and bond prices in America and 
Europe. While certain special problems suggested by the sta- 
tistics are discussed, no systematic effort is made to account for 
the fluctuations in the rates of interest; for that general problem 
cannot be treated adequately without thorough analysis of the 
whole business situation. 


I. THE TABLES OF INTEREST RATES 

For long-time loans no market rates of interest are regularly 
quoted. A good substitute for such quotations, however, is af- 
forded by the net rates of interest realized by investors who lend 
money to governments or business enterprises by purchasing 
bonds. 

The number of bonds for which net yields can be computed 
by months since 1890 is small. The whole class of state and 
municipal bonds is barred out by lack of satisfactory quotations. 
National bonds, while quoted every month, are prevented from 
reflecting accurately general market conditions by the require- 
ments. of the National Banking Act. Moreover, there is no 
single type of United States bonds which has been upon the 
market during the whole period since 1890. It is only by treating 
the “4 per cents of 1925” as a continuation of the “4 per cents 
of 1907” that a continuous series can be approximated. Some 
arbitrary assumption is involved in grafting one of these series 
upon the other. The device used is to multiply the net yields 
of the 4’s of 1907 in 1890-95, by 1.026—the ratio between the 
269 
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yields of the two issues of 4’s in 1896, which is the first full 
year that both were upon the market. This shift is more simple 
than accurate, and the composite series which it gives cannot be 
highly commended.* Fortunately, there remains one class of 
bonds for which better quotations are available. 

The railway bonds now listed on the New York Stock Ex- 
change number over 600; but of these, few date back to 1890 
and have substantially complete quotations for every month 
since then. To be available, bonds must also have several years 
to run after 1909; for otherwise they are not now trustworthy 
indices of the interest rates which investors require on long 
loans. Indeed, only the ten securities described in Table I meet 
all requirements passably, and of these not all have been above 
suspicion as conservative investments during the whole period 
covered. 

The lowest and highest prices of these bonds in each month 
of 1890-1909 were obtained from the Financial Review. The 
means between these extreme quotations were struck, after ac- 
crued interest, as of the middle of the month, had been deducted. 
Then net yields were computed for each month from these mean 
quotations by the aid of bond tables.* Finally, net yields by 
quarters and by years were computed by averaging the monthly 
figures.* To show the variations in interest rates more clearly, 
columns of relative rates, computed on the basis average actual 
net yields in 1890-99100, were added to the tables.* Table 
II presents the results by years. The bonds are arranged in the 
order of their average net yields in 1890-99. The figures for 


*See Table III. The net yields for different issues of United States bonds from 1878 to 
1909 are given in A. Piatt Andrew’s Statistics for the United States (National Monetary Com- 
mission, Senate Document, No. 570, 61st Cong., 2d sess.), p. 281. 

* The computing was done by Donald English, sometime Assistant in Economics in the 
University of California. When a bond lacked a quotation for some month, its net yield 
was interpolated by supposing that this yield varied from the net yield of the preceding or 
following month in the same proportion that the average net yields of the remaining bonds 
varied. Interpolations were necessary, however, in but 47 of the 2,400 monthly figures—not 
quite 2 per cent of the cases. 

* Frequent discrepancies of one point may be found between the average net yields by 
quarters and by years. They are due to the carrying of fractions of .5 or more and the drop- 
ping of smaller fractions. Statistical offices often arbitrarily change averages so as to be 
formally consistent with the figures from which they are struck; but this practice is less accurate 
in substance, though more accurate in form, than the one followed here. 

‘The average relative yields are computed on the index-number plan from the relative 
figures for each of the ten bonds—not from the average actual yields of all the bonds. 
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TABLE I 
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DESCRIPTION OF THE RatLway Bonps INCLUDED IN THE FOLLOWING TABLES 








Name OF RAILWAY 


NAME oF Bonps 


DATES OF 


Amount oF IssvE 


Rate or INTEREST 
PER CENT 





Chicago & East- 


ern Illinois... . 


Missouri, Kansas 


Chicago, St. 
Paul, Minnea- 
polis & Omaha 


Chicago, Burl- 


ington 


Central Railroad 


of New Jersey. 


Chicago, Mil- 
waukee & St. 


New York, Chi- 
cago & St. 
Louis 

West Shore Rail- 





General consoli- 
dated and first 
mortgage 


First mortgage 
First mortgage 


consoli- 
mort- 


First 
dated 
gage 


Consolidated 
mortgage 


Nebraska Ex- 
tension bonds, 
secured by de- 
posit of first 
mortgage bonds 
of Nebraska 
branch roads 

General mort- 


gage 


General Mort- 
gage “‘Series A”’ 


First mortgage 


First mortgage, 
guaranteed by 
the New York 
Central 





1885 | 2361 








50 | 50 | 50 











Aaa 











t $20,000 per mile. 


* From Moody’s Analysis of Railroad Investments (New York, 1909). 


of securities, of which A a a and A a are the highest. 


Moody recognizes 14 classes 
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TABLE II 


ACTUAL AND RELATIVE RATES OF INTEREST YIELDED BY INVESTMENTS IN TEN 
AMERICAN RAILWAY Bonps By YEARS, 1890-1909: ACTUAL RATES 








AVERAGES 
-R. | C.M. 
or | & Sr. 
t | A 





C&E) MK.| Wa- |e xo, 


2nz 
we’? 





wereO 
ORY 


First 
Five 


Es 





SSSl23 5 
cs Drone 8% 
“Aran 


BARS Seseagzee ogee 
~~ 
“~e 


hahahahahabahal-al-al-al-alsaleaieaisakthaaica 


» 
+ 


PPPOWKHWNHAHWHHEhE SE DED SS 


PPPPOHLEWHD SESE EEUSUN 


a 
nw 

















-habahebhebehehehh oh too... . 2. 


coos on 

>> Salts 

aeaihal-elehahel-el-elpal-al otal of oot of ok 
a 


on “I OO 
2 RSSSaLE 
COWWWWWWWWWWwWheeenee 


PPPOE SHWESEUUUUMUKUMYS 
PPPPAOHHPSHSAER EE EEUUMUUH 
paipahhalhaihaipalpalpainainale-aleaiealealealealeaiealdive 
CPPAOHEREHOwSEODE SEES EUD 
CRPWOWHWWWWWWWWWWEPaee 


nn 
— 
































RELATIVE RATES 
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4.60 . 4.46 








108 












































quarters and months are given in Tables IV and V. Since the 
latter tables would be made unduly bulky by printing the full 
figures for all the securities, only two bond series are included: 
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the general average, and the series for one issue which merits 
especial attention. 

The best American records of short-time interest rates are 
the tables for New York, likewise published in the Financial Re- 
view. These tables show by weeks the rates (1) for call loans 
at the Stock Exchange and at the banks and trust companies, (2) 
for seven kinds of time loans, ranging from 30 days to 7 months, 
and (3) for three descriptions of commercial paper. Of call 
rates, those quoted at the Stock Exchange are both the most im- 
portant and the most regularly recorded. The record for com- 
mercial paper is not quite complete; for during the height of 
crises there are sometimes weeks in which no rate is quoted, or 
in which the quoted rates are said to be merely nominal. But the 
figures for time loans present even more lacunae. Accordingly, 
the data selected are (1) the average rates for call loans at the 
Stock Exchange, (2) the rates for choice double-name com- 
mercial paper running 60 to go days, and (3) the rates for prime 
single-name commercial paper running 4 to 6 months. 


TABLE III 


ACTUAL AND RELATIVE RATES OF INTEREST ON BONDS, COMMERCIAL PAPER, AND 
Catt Loans In NEW YorRK BY YEARS, 1890-1909 








RELATIVE RATES OF INTEREST 
AveraGE AcTuAL RATES 1890-99 = 100 


Actuat Rates oF INTEREST 
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TABLE IV 
RATES OF INTEREST ON Bonps, COMMERCIAL PAPER, AND CALL LOANS IN NEW York 
BY QUARTERS, 1890-1909 











RELATIVE RATES OF INTEREST 
Actual RATEs OF INTEREST AvERAGE AcTUAL RATES 1890-99 
=100 
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TABLE IV—Concluded 
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In reducing the weekly rates given in the source to monthly 
averages, each week was placed in that month in which fell the 
majority of its days. Both the high and the low figures were in- 
cluded in making the averages.° Relative rates were computed 
on the same plan as the relative rates for bonds—that is, on the 
basis of average actual rates in 1890-99—100. For convenience 
of comparison, the results are presented in Tables III, IV, and V, 
side by side with the net yields of bonds.® 


’ The averages by quarters and by years were not computed from the monthly figures, 
but directly from the original figures by weeks. Of course this is the more accurate method, 
although it permits many formal discrepancies to appear between the quarterly or annual 
figures as entered in the tables, and the corresponding figures which may be computed from 
the rates by months. 

* In his Rate of Interest, Professor Irving Fisher gives the yearly average rate of interest in 
New York upon “prime two-name 60-day”’ paper, computed from the Financial Review “by 
averaging the highest and lowest weekly rates” (pp. 419, 420). There are numerous small 
discrepancies between his results and those of this investigation, for which it is difficult to 
account. The present figures have been checked by three computers and should be arithmeti- 
cally correct. 
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TABLE V 


RATES OF INTEREST ON BONDS, COMMERCIAL PAPER, AND CALL LOANS IN NEw York 
BY MONTHS, 1890-1909 
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TABLE V—Continued 
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TABLE V—Continued 
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* Nominal part of the month. 





RATES OF INTEREST AND PRICES OF SECURITIES 279 


TABLE V—Continued 
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TABLE V—Concluded 
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II. RATES OF INTEREST YIELDED BY INVESTMENTS IN BONDS 


The differences shown by Table II among the net yields of 
the ten bonds may readily be accounted for by differences in the 
proportionate value of the underlying properties, by the existence 
or non-existence of prior liens, by the relative financial strength 
of the issuing or guaranteeing corporations, etc. Similarly, the 
frequent changes in rank among the bonds may be ascribed to 
alterations in these particular conditions, which a well-advised 
investor considers in estimating the risks he runs in buying 
securities. 

But there is one fact of more general interest about these 
differences in yield. The margins between the higher and lower 
yields have grown narrower in the course of twenty years. In 
1890 the maximum difference was 5.24 — 3.88 per cent=1.36; 
in 1900 it was 4.40— 3.42 per cent=0.98; in 1909, 4.24 — 3.87 
per cent=0.37. The chief cause of this narrowing of the margins 
has been an improvement since the middle nineties in the credit 
of the lower-grade issues among investors. The risks imputed 
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to the holding of bonds of such railways as, for example, the 
Chicago & Eastern Illinois have diminished. With one excep- 
tion—the bonds of the West Shore Railroad—all the bonds gave 
lower yields in 1909 than in 1890. The West Shore bonds, 
guaranteed principal and interest by the New’ York Central and 
having over 400 years to run, were rated decidedly higher by 
investors in 1890 than any other security in the present list. 
But, since then, the improvement in the financial condition and 
prospects of other railways has gradually brought their obliga- 
tions closer to the high standard of securities guaranteed by the 
New York Central. Indeed in recent years, the bonds of the 
Burlington, the Milwaukee, and the Central of New Jersey have 
frequently outranked the bonds of the West Shore. 

Another factor in reducing the risk and therefore the net 
yields upon investments in bonds was the adoption of the gold 
standard in 1900. But it is clear that doubts about the dollar 
in which interest and principal would be paid troubled the minds 
of investors in railway bonds less than doubts about the financial 
condition of the issuing companies. For the bonds in highest 
credit during the nineties were not expressly payable in gold, 
and certain of the bonds in poorest credit were—for example, 
the securities of the Missouri, Kansas & Texas. The danger 
of payment in a silver dollar had most influence during Mr. 
Bryan’s first campaign. In 1896, the average yield of the six 
gold bonds rose 0.25 per cent between June and August, and 
declined 0.24 per cent between August and December. Mean- 
while the average yield of the four currency bonds rose 0.37 
and declined 0.36 per cent. 

The average yield of all ten bonds is the best available gauge 
of the changes in the rates which large American corporations 
have paid for new loans on long time since 1890, and also the 
best gauge of the net returns which permanent investors have 
received upon current purchases of bonds. But it is distinctly 
not the best gauge of changing rates upon long loans of sub- 
stantially uniform security. For the latter purpose the yield of 
the West Shore bonds is preferable, since the financial credit of 
the guarantor was so firmly established in 1890 as to be little 
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shaken by the years of depression and little strengthened by 
the years of prosperity. In other words, the yields of this issue 
reflect the changes in the supply of, and the demand for, loan 
capital for fixed investmerit with less distortion by the factor 
of risk than do the yields of the nine other bonds. None the 
less, the yields of the other bonds are more typical of American 
experience since 1890. Hence the detailed tables have been 
arranged to show both the net yields of the West Shore bonds, 
and the average net yields of all ten. 


The general course of the average yields has been as follows: 
Starting at 4.62 per cent in January, 1890, the rate rose with the 
business difficulties of the summer and autumn to 4.96 per cent 
in December. During the reaction which followed, the figure 
fell to 4.81 in February, but rose again to 4.93 in July. The 
extraordinary shortage in the European wheat harvest of 1891 
combined with the abundant American crop to change the bond 
market, as it did so many other features of the business situa- 
tion. Yields declined with scarcely a break to 4.59 per cent in 
June, 1892. Then, as financial difficulties began to accumulate 
again, the rate went up to 4.69 per cent in December. A brief 
relaxation of the strain caused a decline to 4.60 per cent in 
February, 1893; but when the panic broke out bonds fell in 
price like all other securities and the average yield mounted to 
5.07 per cent in August, the highest point in the twenty years. 

A prompt reduction in interest rates was one of the salient 
features of the intense depression which followed. By April, 
1894, the average yield upon bonds was 4.55 per cent—decidedly 
less than before the panic began. With some interruptions, the 
fall continued to 4.35 per cent in September, 1895. Next year 
the free-silver campaign caused a vigorous advance from 4.45 
per cent in June to 4.75 per cent in August; but rates fell again 
as Mr. Bryan's prospects of victory waned and by July, 1897, 
the average rate was 4.34 per cent—lower than in 1895. 

During the years of business revival which followed the sum- 
mer of 1897 bond yields continued to decline slowly, as they 
had done during the years of business depression. The only 
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notable interruptions of this fall occurred in March and April, 
1898, when the Spanish War began; in August—-December, 1899, 
when the Boer War broke out and the “boom” in industrial 
stocks threatened to collapse; in May and June, 1900, when a 
business reaction began in Europe and seemed imminent in 
America; and in the months following the Northern Pacific 
corner of May, 1901. The lowest point was reached in April 
and May, 1902—3.72 per cent. 

The period of “undigested securities” or the “rich man’s 
panic” turned the tide, and bond yields rose rapidly to a maximum 
of 4.07 per cent in August, 1903. The gradual return of financial 
ease brought on a new decline which ran through 1904 to its 
culmination in August, 1905. But the record of this month— 
3.80 per cent—did not equal the low record of 1902. 

A new phase of development began in September, 1905— 
business prosperity accompanied by steadily rising rates of in- 
terest on bonds, whereas the prosperous years 1898-1902 had 
been accompanied by falling rates. With scarcely a break, bond 
yields mounted month by month to a climax in November, 1907. 
As early as March, 1907, the highest record of the “rich man’s 
panic’ had been surpassed, and to find an equal to the record 
of the panic of November— 4.53 per cent—it is necessary to go 
back eleven years to the excited summer of 1896. But not all 
the ground gained in 1894-1902 was lost; for the panic of 1907 
did not drive bond yields very close to the 5.07 per cent attained 
in 1893. 

In this respect the yield upon the West Shore bonds presents 
a marked contrast to the average yield. This most stable of 
our securities had shared in most of the short-period oscillations 
of the average; but its long-period oscillations were dif- 
ferent, because, as has been said, its credit was less im- 
proved by the good times after 1897 than that of the other bonds. 
A year before the breaking out of the crisis of 1893 the yield 
of the West Shore stood at 3.86 per cent; a year before the 
breaking out of the crisis of 1907 it stood at 3.83. The cor- 
responding figures for the average yields were 4.59 and 3.98 
per cent. The West Shore’s maximum during the two crises 
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was the same—4.21 per cent; the maxima of the average were 
5.07 per cent and 4.53 per cent. In both cases, however, the 
increase in yields within the twelvemonth preceding the climax 
of the crisis was greater in 1907 than in 1893. 

The conclusion suggested by these facts—that the demand 
for loan capital for fixed investment was greater in proportion 
to the supply in the later than in the earlier crisis—is supported 
by the contrast between the yields during the dull years which 
followed the two crises. In both cases yields declined after the 
panic, but the decline was notably less in the later case. On the 
basis of yields for the whole year, the ten bonds fell 0.16 per 
cent in 1893-94, and 0.06 per cent in 1907-8, while the West 
Shore bonds fell 0.15 per cent in the first case and 0.02 per cent 
in the second. In 1909, however, bond yields declined more in 
comparison with 1908 than they did in 1895 in comparison with 
1894. 


The rather unsatisfactory series for United States bonds 
(Table III) pursues a course somewhat different from that of 
the railway issues. The 4 per cents both of 1907 and of 1925 


are “currency” bonds, like the bonds of the West Shore; but they 
appear to have been influenced much more by the difficulties of the 
Treasury in 1893-95 and by the free-silver campaign of 1896 
than were any of the railway securities. The chief anomaly 
which they present is in giving higher yields in 1896 than 
in 1893. Thereafter for a time their course paralleled that 
of the West Shore bonds. That is, their yields declined from 
1896 to 1901, advanced until 1904, declined in 1905, and then 
rose until 1907. But, instead of declining like the yields of 
railway bonds in 1908-9, they rose in both years, and stood at 
the close of the period well above their level of twenty years 
before. These peculiar movements of 1908-9 were influenced by 
the act of March 4, 1907, which legalized the practice begun by 
Secretary Shaw of accepting other than United States bonds 
as security for government deposits with the national banks, and 
also by the sale of Panama Canal bonds. 

During all this time, of course, the actual yield upon “gov- 
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ernments” remained much smaller than the yield upon any of 
the railway issues; but the columns for relative rates show that 
the yield of no railway bond in the list has undergone such vio- 
lent changes. Instead of proving the stablest of American se- 
curities from the investor’s point of view, government bonds 
have proved the least stable among the bonds for which yields 
have been computed. 
III. RATES OF INTEREST UPON SHORT-TIME LOANS 

How average short-time rates of interest compare with aver- 
age yields of bonds is summarily shown by the little table which 
follows.? 

TABLE VI 


AVERAGE RATES OF INTEREST YIELDED BY INVESTMENTS IN BONDS AND BY SHORT- 
Time Loans 








Actual Rates 





1890-99 


United States 4’s 2.76 
West Shore bonds 3.83 
Average of 10 railway bonds 4.51 
Commercial paper, 4-6 months , 5-99 
Commercial paper, 60-90 days : 4.58 
Call loans 3.29 

















Relative Rates 





1900-1909 





United States 4’s 78 
West Shore bonds 98 
Average of 10 railway bonds 88 
Commercial paper, 4-6 months 93 
Commercial paper, 60-90 days 104 
Call loans 123 











The twenty-year averages of the investment rates are all 
lower than the like averages for commercial paper. But the call- 
loan rate averages less than the yields of any investments except 
those in government bonds. 

On comparing the two decades, it appears that the short-time 
rates have either advanced to higher levels in 1900-1909, or re- 


? The comparisons in this section are slightly inaccurate, because it is necessary to set 
discount rates on commercial paper against interest rates on investments in bonds and on call 
loans. 
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ceded but little ;* while all the investment rates, except that on 
West Shore bonds, declined considerably. The diminution of 
risks seems to have been a less important factor in the market for 
short-time loans than in the market for investment securities. 

Not less important than these differences in the long-period 
averages of investment and short-time rates are the differences 
in stability. How much wider is the range through which the 
short-time rates fluctuate appears from a glance at the extreme 
variations. 


TABLE VII 


EXTREME VARIATIONS IN THE MONTHLY RATES OF INTEREST YIELDED BY INVEST- 
MENTS IN BONDS AND BY SHORT-TIME LOANS, 1890-1909 











REtaTivE Rates 








Date 





West Shore bonds..| | Aus: ’93 


Nov. ’07 
Average of 10 rail- (Apr. ” 


wa: Aug. ’93 : ) May 


Sept. ’93 | 10.14 July 


july 93 9.75 June ’95 213 
t. 'o7 ems Aug. '04 d 638 


























What holds of these extreme variations holds also of the 
variations from one season of the year to the next. There is 
but a slight difference between the summer and autumn yields 
of bonds, while the rates for commercial paper and call loans 
undergo marked changes. Twenty-year averages for each month 
show the general trend of the market. Starting from the lowest 
point of the year in June, rates for commercial paper rise to their 
highest point in September or October, and then decline until 
February, when they stand little above the lowest level of the 
summer. The opening of spring business causes a temporary 
advance in March; but the tide quickly turns and rates decline 
through April and May to the low starting-point of June. Call- 

* If the quotations for commercial paper, 4-5 months, during the crisis of 1907 were more 


complete, that class of short-time loans would probably show scarcely any decline in the second 
decade. 





RATES OF INTEREST AND PRICES OF SECURITIES 287 


loan rates pursue a somewhat similar but more erratic course; 
for their monthly averages, even over a period of twenty years, 
are disturbed by the extremely high rates which occur during 
panics and periods of feverish speculation in stocks.® 


TABLE VIII 
AVERAGE SEASONAL VARIATIONS IN THE RATES OF INTEREST YIELDED BY INVESTMENTS 
IN BONDS AND BY SHORT-TIME LOANS DURING TWENTY YEARS 
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Table IX shows the average rates of interest yielded by in- 


vestments in bonds and by short-time loans for the successive 
phases of each business cycle since 1890. Here the differences 
which have been commented upon reappear in another form. 
The lower range of average bond yields in the second decade is 
contrasted with the relative stability of the ten-year levels for 
commercial paper. On the other hand, in short periods bond 
yields are stable and short-time loan rates are variable. But all 
the rates show the powerful influence of changing business con- 
ditions. 


* The frequent deviations from the general seasonal trend may be followed in the monthly 
figures of Table V. 

The twenty-year averages by years which may be computed from Table VIII do not 
agree precisely in all cases with the corresponding figures of Table VI. For an explanation, 
see the statement in the first section of this paper concerning the methods by which the monthly, 
quarterly, and yearly averages for short-time rates were made. The figures by years are more 
accurate than the figures by months. 

Since this paper was written Professor E. W. Kemmerer’s Seasonal Variations in the 
Relative Demand for Money and Capital in the United States (Senate Document, No. 588, 61st 
Cong., 2d sess.) has appeared. It provides detailed statistics of the changes in interest rates 
from one season of the year to the next. The results of the two investigations are in close 
agreement. 
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TABLE IX 


LOANS IN SEASONS OF BUSINESS PROSPERITY, CRISIS, AND DEPRESSION, 
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In the periods of business depression which follow on crises, 


rates of interest on well-secured loans of all kinds fall.1° Call 
rates and discounts on 60-90 day commercial paper reach their 
lowest points in such seasons (see Tabies VII and V); but the 
rates on 4-6 months paper and on bonds usually continue their 
decline through at least the earlier stages of the succeeding re- 
vival of activity. When the tide of prosperity rises, however, all 
the short-time rates run up. Even the current yields upon bonds 
rise if the prosperity is long continued and the demand for in- 


* Borrowers in doubtful credit, whether merchants selling commercial paper or corpora- 
tions selling bonds, may find it difficult to secure loans at any price in such seasons, or may be 
forced to pay very high rates as an offset to the risks incurred by lenders. 
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vestment loans grows great, as in 1905-7. On the other hand, 
bond yields may continue to decline throughout a prosperous sea- 
son as in 1897-1902, if the dwindling of imputed risks is notable. 
Finally, when the crisis comes, rates on all kinds of loans reach 
their highest points. The available market quotations fail to 
show the full increase in the discount upon commercial paper 
during panics, because many loans of this character can scarcely 
be negotiated on any terms, and because the rates for such busi- 
ness as is done are often above the nominal quotations. But 
when the pressure of the panic relaxes, rates to solvent borrowers 
fall off rapidly to the low points characteristic of depression. 


IV. THE PRICES OF BONDS AND OF STOCKS 


In dealing with the interest rates yielded by bonds and by 
short-time loans so far, it has been tacitly assumed that the 
lender holds his claim until maturity and receives from the bor- 
rower the amount of the nominal principal. This assumption 
accords with the prevailing American practice in the case of 
short-time loans, but not in the case of bonds. Investors often 
sell such securities long before maturity. When they do so, the 
net yields computed from bond tables, which distribute the differ- 
ences between the par value and the purchase prices of bonds 
over the period which they have to run, generally fail to show 
the true return upon the investment. For a change in the prices 
of bonds between the dates of purchase and sale may involve 
the investor in loss, or may bring a profit in addition to the 
interest received. 

To compute the net returns realized by investors who thus 
shift their holdings frequently is not feasible, because of the 
countless possible combinations of buying and selling dates. But 
it is feasible to show the general run of the profits and losses 
arising from sales before maturity, by computing the variations 
in the relative prices of bonds. The results may also be used 
for comparing the fluctuations in the prices of bonds with the 
fluctuations in the prices of stocks and commodities. 


The usual method of constructing index numbers by turning 
actual prices into percentages and averaging the latter cannot 
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be applied to bonds. For, unlike staple commodities and standard 
stocks, all bonds which terminate in a given year are constantly 
changing their net values through mere lapse of time. The 
thing valued in the bond is the expectation of a specified annual 
payment for a specified number of years, coupled with repayment 
of the principal sum at the date of maturity. As this number of 
years grows less with each passing season, the thing valued 
changes. Bond-market quotations, therefore, represent changing 
prices of goods which themselves are changing. Of course, 
the relative prices of such changing goods cannot fairly be com- 
pared with the relative prices of shares in continuous business 
enterprises or of substantially uniform commodities. 

But an approximately accurate series of relative bond prices 
can be constructed by an indirect method. The preceding tables 
of bond yields show for each year the annual payments for which 
investors have been willing to lend $100 to certain borrowers 
under specific agreements as to security, etc. The principal is 
fixed, the interest variable. But the conditions may be reversed 
and the principal treated as variable, the interest as fixed. That 
is, the problem may be stated in the form: How large a loan have 
investors been willing to make in each successive year in return 
for annual payments of some given amount, such as the average 
net yields for 1890-99? The problem is solved by dividing the 
average net yields for the decade by the average net yields for 
each month or year. 

For example: In 1890-99, men who bought the bonds of 
the Chesapeake & Ohio Railway, secured by a first consolidated 
mortgage, required net annual interest payments averaging $4.70 
for each $100 invested. But in 1890 they required $5.09 per 
annum for each $100 put into these bonds. Had the railway 
offered them interest at the rate of $4.70 in this year, they would 
have lent it a principal sum represented by the equation 100 
($4.70-+-$5.09 )==$92.34. In this fashion one may compute 
for each month and year the sums which investors showed them- 
selves ready to lend to each of the railways in return for fixed 
interest payments. And these sums may be regarded as the 
relative prices of bonds bearing a uniform rate of interest, and 
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having no fixed period of termination. Further, these relative 
prices of bonds are fairly comparable with the relative prices 
of stocks and commodities computed on the basis of average 
actual prices in 1890-99. 

Table X has been made in this manner to show the relative 
prices of each of the ten bonds described in Table I. While no 
two of the bonds have agreed perfectly in their price-fluctuations, 
the notable feature of the table is the narrowness of the range 
between the highest and lowest relative prices. It would be 
difficult to find ten staple commodities which have kept so close 
together in the last twenty years. The ten common and ten 
preferred stocks included in the article in this Journal of last 
July have differed far more in relative prices than have the ten 
bonds. 

Among the latter, those which have fluctuated through the 
widest range are, of course, the bonds which improved most in 
credit between 1893 and 1902. The poorest bonds have made 
the best investments and the best bonds the poorest. Not only 
have the poorer securities yielded higher net returns on their 


cost prices year by year (Table II), but they have also been 
salable on more advantageous terms—bringing decidedly higher 
profits until 1902, and somewhat smaller losses since then. 
These higher returns, however, have been obtained by running 
greater risks. 


A comparison between index numbers for bonds, stocks, and 
commodities is made in Table XI. The series for United States 
bonds is made in the manner described from the net yields shown 
in Table III. The first series for stocks shows the average rela- 
tive prices of ten stocks which have paid dividends in each year 
since 1890.1! The next three series for stocks are adapted from 
the tables published in May and July.'? The ten preferred and 


* The common stocks of the Central Railroad of New Jersey, Chicago & Northwestern, 
Delaware & Hudson, Illinois Central, New York Central, New York, New Haven & Hartford, 
and the American Express Company, together with the preferred stocks of the Chicago, Mil- 
waukee & St. Paul, Chicago & Northwestern, and Cleveland, Cincinnati, Chicago & St. Louis. 
Unfortunately the number of stocks with clear dividend records is not large enough to permit 
the computation of significant averages for common and preferred stocks separately. 

* Journal of Political Economy, XVIII, 349, 515. 
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TABLE X 
RELATIVE PRICES OF TEN AMERICAN RAILWAY BONDS By YEARS, 1890-1910 
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TABLE XI 
RELATIVE Prices OF Bonps, Stocks, AND COMMODITIES BY YEARS, 1890-1909 











Bonps Stocks Commoprtres 





West 10 Preferred | Common 

Shove Dividend| Stocks | Stocks 

R R Paying in 10 in 10 
— Stocks |Railways | Railways 








104 108 113 
100 104 113 
105 IIs 124 
96 87 89 
04 82 82 
95 87 87 
92 85 81 
94 94 go 
102 107 97 
118 130 126 
r21 133 144 
142 178 262 
157 Ig! 305 
136 163 238 
136 156 215 
158 181 278 
159 180 291 
129 138 206 
126 130 195 
150 169 280 
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TABLE XII 


RELATIVE PRICES OF BONDS AND STOCKS IN SEASONS OF BUSINESS PROSPERITY, 
CRISIS, AND DEPRESSION, 1890-1909 














1890—July, 
1890—Dec., 
1891—July, 


1890—Prosperity.. . . 
1890—Minor crisis. . . 
1891—Depression. . . 


1891—Aug., 1892—Prosperity.. . . 
1893—Approach of 


1893—Major crisis... . 
1895—Severe depres- 


Apr., 1895—Revival 
Oct., 1895—June, 1896—Renewed de- 


campaign 98 79 
Nov., 1896—June, 1897—Depresssion ..} 102 86 
July, 1897—Feb., 1898—Revival 104 103 
Mar., 1898—Apr., 1898—Spanish war 

impending 98 
May, 1898—Sept., 1899—-Prosperity....| 106 121 
Oct., 1899—Dec., 1899—Minor crisis...} 107 132 
Jan., 1900—Sept., 1900—Slight depres- 
i 107 131 

1902—Prosperity....| 108 180 269 
1902—July, 1g04—Rich man’s 

panic” 103 162 228 
Aug., 1904—Aug., 1905—Revival 103 177 263 232 
Sept., 1905—Sept., 1906—Prosperity....| 102 182 290 265 
Oct., 1906—Sept., 1907—Approach of 
isi 98 157 242 231 
1907—Major crisis... . 93 122 161 166 
1908—Severe  de- 
97 124 184 190 
98 166 272 269 




















The forty 


ten common stocks belong to the same railways. 
common stocks come from thirty-five railways, three express 
companies, one steamship, and one telegraph company. The 
series for commodities is a revised form of the index number 


compiled by the federal Bureau of Labor. It includes all the 
published material for prices at wholesale; but the bureau’s 
method of striking the grand average has been improved upon by 
first averaging the series for nearly related commodities—like 
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TABLE XII 
RELATIVE PRICES OF BONDS AND STOCKS BY MONTHS, 1890-1909 
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TABLE XIII—Concluded 
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different varietes of cotton sheeting.’* Table XIII carries out 
the comparison between the relative prices of bonds and stocks 
by months."* It is preceded by a summary, Table XII, in which 
the monthly figures are averaged, as in Table IX, according to 
the successive phases of the business cycles which have run their 
course in America since 1890. 

The following are the chief differences shown by these tables 
between the fluctuations in the prices of bonds, stocks, and com- 
modities: (1) With the exception of the erratic series for United 
States 4’s, bonds are steadier in price—showing higher minima in 
1890-99 and lower maxima in 1900-1909. (2) Bonds rise, while 
stocks and commodities fall, in the periods of depression follow- 
ing the crises of 1893 and 1907. (3) Bonds reach their highest 
levels in 1901-2, while stocks and commodities mount still higher 
in 1906, 1907, or 1909. (4) While the level upon which bonds 
fluctuate is somewhat higher in the second decade than in the 
first, there is no such marked contrast as in the case of stocks. 
(5) At the end of the period, bond prices show trifling losses or 
moderate gains in comparison with 1890, while all the series 
for stocks show large gains. The index number for commodities, 
however, marks a less advance than the average for bonds. 


The greater steadiness of bond prices requires little comment. 
Dividends vary, interest is fixed. The ten bonds of these tables 
have paid the same average return of 4.06 per cent upon their 
par value every year since 1890, while the average dividends 
upon the ten dividend-paying stocks included in Table XI have 
varied as follows: 


*’ This series is described in a recent note in the Quarterly Journal of Economics (November, 
1910)—“‘The Dun-Gibson Index Number.” It is nearly, but not quite, identical with the 
series published last May in this Journal, p. 373. 

“ The average relative prices of ten railway bonds in Table X are arithmetic means of 
the corresponding figures for each of the ten bonds. A trial showed that substantially the 
same results are obtained by dividing the average yields of all the bonds in 1890-99 by their 
average yield for each year. Since the latter method of computation is far less laborious, 
I have adopted it in working out the monthly figures of Table XIII. The discrepancies, 
produced by this difference in method, between the figures of Table X and the annual averages 
which may be struck from the figures of Table XIII are negligible. 

The data for stocks are means between the highest and lowest monthly figures presented 
in the previous articles. See this Journal, XVIII, 350-67, 517-10. 
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Per cent Per cent Per cent Per cent 


Moreover, the owners of many high-priced stocks have derived 
a considerable irregular gain in addition to dividends from the 
privileges accorded them from time to time of subscribing for 
new issues of stock on highly profitable terms.** Upon the other 
stocks included in the table dividends, when paid at all, have been 
much more variable. Even among the ten preferred stocks only 
three have yielded dividends every year.’* The general situation 
is best shown by Table XIV, which compares the amounts per 
mile of line paid by the interstate railways as interest upon 
funded debt, and as dividends.** The broad differences between 
the relatively stable interest payments and the highly variable 
dividend disbursements go far toward accounting for the dif- 
ferences between the courses pursued by the prices of bonds and 
of stocks. 

On a purely investment basis, therefore, stocks should fluctu- 
ate more violently than bonds. In addition, considerations other 
than those of an investor intent upon income and safety are a 
more potent factor in the stock than in the bond market. Specu- 
lation, manipulation, contests for control, etc.—all the transac- 
tions which produce fluctuations not warranted by changes in 
the incomes yielded by securities—are primarily phenomena of 
the stock exchange, and touch the bond market but indirectly. 
In proportion as stocks become firmly established as “dividend- 
payers,” however, their prices come increasingly under the con- 
trol of investment considerations and approximate more closely 
the steadiness of bond prices. It is parily for this reason that 


*s Compare T. W. Mitchell, ‘Stockholders’ Profits from Privileged Subscriptions,” Quar- 
terly Journal of Economics (February, 1905). 

** See the July article, Table VI, p. 522. 

*’ Compiled from the statistical reports of the Interstate Commerce Commission. Certain 
changes in the plan of accounting impair somewhat comparisons between the data for income 
in 1908-9 and in earlier years. But the commission’s report for 1908 states that the “main 
figures” of the income account are comparable (p. 86). I have rearranged the figures for 
the last two years to make them correspond as nearly as possible with those for 1890-1907. 
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TABLE XIV 

ACTUAL AND RELATIVE Net INCOME, DIVIDENDS, AND INTEREST ON FUNDED DEBT 
OF THE INTERSTATE RAILWAYS, PER MILE oF LINE 

By Years Ending June 30, 1890-1909 





RELATIVE AMOUNTS 
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preferred stocks fluctuate less than common stocks, and mainly 
for this reason that the ten dividend-paying stocks in Table XI 
fluctuate less than the ten preferred. 


The failure of bonds to match stocks in attaining a much 
higher level of prices in the second decade is a particular aspect 
of the general difference in stability, which merits especial atten- 
tion. The salient facts upon which an explanation must pro- 
ceed are brought out by Table XIV. 

The fiscal years 1893-97 were disastrous to American rail- 
ways. The table shows the loss of nearly half the net income of 
1892, the cutting of dividends, and the slow reduction of interest 
charges. Common stocks bore the brunt of these bad years and 
fell heavily in price. Preferred stocks, though less affected than 
common, fell more than commodities at wholesale. Even the 
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strongest dividend-paying stocks dropped from 105 in 1892 to 
g2 in 1896.'® But bonds, while falling during the crisis, promptly 
rose during the years of depression to prices higher than had 
prevailed in the prosperous months of 1891-92. For investors, 
frightened by the panic and discouraged by hard times, were 
in a mood to value more highly than before the relative security 
of bonds. And this willingness to pay higher prices for relative 
security more than offset the increased risk which attached to 
the bonds themselves, owing to the weakened position of railway 
finances. 

With the return of prosperity in the summer of 1897, the 
whole situation changed. The net income of railways was more 
than trebled between the years ending June 30, 1897 and 1902. 
Dividends were raised on the stocks which had paid them regu- 
larly in the worst of years; dividends were renewed on other 
stocks, and dividends were gradually begun on many issues 
which had never paid a dollar. But the railway directors did not 
distribute all of their increased profits among stockholders. They 
carried liberal sums over to restore surpluses impaired by the 
period of hard times, and devoted part of their earnings to better- 
ing the physical condition of properties which had run down. 
At the same time, they took advantage of the improvement in 
their credit and of the favorable rates of interest to sell new 
issues of bonds, and spent the proceeds largely in increasing 
their equipment. The result of this policy was to enhance the 
capacity of the railways for handling traffic and to reduce the 
cost per unit. Increased profits abundantly rewarded these ef- 
forts. Even after reduction to a mileage basis, the net incomes 
of the railways from 1901-9 were never less than double the 
average net incomes of 1890-99. 

Just as common stocks were most affected by the years of 
depression, so they were most affected by the years of prosperity. 
The profits of the railways doubled, and so did the prices of 
common stocks—though the increase of dividends was less rapid 
than the increase of net income. But preferred stocks, most of 
which confer but a limited right to participate in increased divi- 


** Annual averages of relative prices. See Table XI. 
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dends, rose considerably less than common stocks. Yet more 
moderate was the rise of the few stocks which had paid dividends 
even in the middle nineties. Most moderate of all was the rise 
of bonds. The increased financial strength of the railways gave 
the holders of bonds secured by prior liens a wider margin of 
safety, and therefore advanced the price of bonds to a somewhat 
higher level. But the bondholders made no other gains. On the 
contrary, the alluring prospects of profits in the rising stock 
market tempted bondholders to convert their bonds into stocks. 
Further, the keen competition among borrowing corporations 
gave investors an opportunity to exact better terms, and the 
increasing cost of living spurred them to make the most of their 
opportunity. Hence the marked contrast between the relative 
prices of bonds and of stocks in 1900-1909. 


Another difference between the relative prices of bonds and 
stocks which requires comment is their course in periods of 
prosperity, crisis, and depression. ‘Table XII shows the facts 
succinctly. 

From the standpoint of profit and loss upon resale, bonds 
have been the better investments in periods of crisis and de- 
pression, and stocks in periods of revival and prosperity. Barring 
the peculiar series for United States 4’s, the tables show no 
exception to the statements that bonds fall less than stocks during 
crises, and rise less during prosperity.‘® But the common state- 
ment that during periods of depression bonds rise while stocks 
fall requires qualification. Bonds did not rise during the dull 
months January-July, 1891, and stocks did rise during the 
dull months January—September, 1908. The truth is that stocks, 
like all goods for which we have detailed data, react from the 
extremely low points touched during a severe crisis. But, if the 
crisis is succeeded by a long period of depression, stock prices 
sag again, and may, as in 1895, 1896, and 1897, touch lower 
figures than those of the crisis itself. Bonds, on the contrary, 

*» An apparent anomaly in Table XII is that the average prices of all classes of securities 
stand higher in the minor crisis of October to December, 1899, than in the preceding period 


of prosperity. But the monthly figures of Table XIII show that there was a decline during 
the period of stress from the level attained toward the close of the prosperous months. 
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rise during a long period of depression, unless circumstances 
are such as to cast doubt upon the ability of corporations to pay 
their interest coupons. Low-grade bonds affected by such doubts 
fall at the same time that high-grade bonds are rising. But 
Table X shows that in 1894 and again in 1908 only one bond in 
the present list fell below its average price during the preceding 
year of crisis—the bond of the Chicago, Milwaukee & St. Paul 
in the first case and of the Wabash in the second. Further, a 
comparison between Tables X and II shows that the bonds in 
highest credit rose less in price during these years of depression 
than several of the other securities. Investors who had been 
frightened out of the stock market did not insist upon having the 
very best of bonds; but sought rather for issues which appeared 
safe, and at the same time yielded %4—'%4 per cent more upon the 
investment than did the bonds guaranteed by the New York 
Central. 


V. INTERNATIONAL COMPARISONS 


For comparison with the American tables of net yields upon 


investments in bonds, no foreign material is readily available save 
with reference to government securities. Of course, British con- 
sols, French rentes, and imperial German bonds are ultra con- 
servative investments, and yield exceptionally low rates of 
interest. Moreover, both the supply of, and the demand for, these 
securities is subject in a special degree to certain conditions not 
arising from the business situation—such as prospects of war 
and peace, increase of government expenditures, purchases for 
government savings banks or sinking funds, changes in the list 
of securities legally open to investment by trustees, actual or 
prospective alterations in tax laws, and the like. These peculiar 
conditions may cause changes in the yields upon government 
bonds which are not representative of the general trend of the 
investment market. But until some student, with the full Euro- 
pean material at his command, shall have provided adequate 
tables of the net yields upon investments in the bonds of busi- 
ness enterprises, changes in the yields of government securities 
will remain the safest guide to alterations in the long-time rates 
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of interest.2° They are certainly a safer guide than the cor- 
responding American figures would be;?* for during the period 
considered there has been no such doubt regarding the medium 
in which the obligations of Great Britain, France, and Germany 
would be discharged as was raised by the free-silver agitation 
of the nineties, and removed by the Gold Standard Act of 1900. 
Moreover, the European markets for government bonds are not 
dominated by any one erratic factor to the same degree that the 
American market is dominated by the purchases and sales of 
national banks. Indeed, so exceptional has been the course of 
government bonds in this country that it is wiser to base the 
international comparisons upon the net yields of the West Shore 
Railroad’s securities than upon the net yields of United States 4’s. 
The actual yields of European securities are taken from a 
table showing the “real interest earned upon European . 
government bonds at their average market price,” published in 
Andrew’s Statistics for the United States.2* But the net yield 
of British consols in 1903, the year in which the rate of interest 
was reduced from 234 to 2% per cent, is from A. H. Gibson’s 
The Fall in Consols.** The relative rates of-interest and the 


relative prices of bonds have been computed by the methods 
explained above. The average actual yields in 1890-99 are 2.763 
per cent upon United States 4’s, 3.827 per cent upon West Shore 


* Upon foreign rates of interest see A. H. Gibson, The Fall in Consols and Other Investments 
since 1897 (London, 1908); P. L. Newman, “A Review of the Investments of Offices in Recent 
Years,” Journal of the Institute of Actuaries, XLII, 294-320; F. Hawkar, ‘‘ Note sur les varia- 
tions du taux de l’intérét en Belgique,”’ Proceedings of the Fourth International Congress of Actua- 
ries (New York, 1904), I, 345-50; G. Robert, Des variations du taux de l’intéré#t (Lyon, 1902); 
E. Voye, “Ueber die Héhe der verschiedenen Zinsarten,” Sammlung nationalok ischer und 
statistischer Abhandlungen des staatswissenschaftlichen Seminars zu Halle (Jena, 1902); N. E. 
Weill, Die Solidaritat der Geldmarkte (Frankfurt a. M., 1903); H. Albert, Die geschichiliche 
Entwickelung des Zinsfusses in Deutschland von 1895 bis 1908 (Leipzig, 1910). These books 
contain much statistical information, but none in such form as to be strictly comparable with 
the American tables of the present paper. 

* Albert, op. cit., 42-52, shows that in Germany the fluctuations of interest upon mort- 
gage loans follow closely the fluctuations of net yields upon government bonds during the years 
1895-1908. 

* One of the reports of the National Monetary Commission (Senate Document, No. 570, 
61st Cong., 2d sess., p. 281). In turn, Andrew took his foreign data from the Materialien sur 
Beurteilung der Zusammenhinge cwischen dem iffentlichen Schuldenwesen und dem Kapital- 
markie (Berlin, 1908). 

™ London, 1908; p. 54. 
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bonds, 2.673 per cent upon consols, 3.042 per cent upon rentes, 
and 3.281 per cent upon German 3’s. These are the rates which 
equal 100 in the columns for relative yields in Table XV, and 
these rates divided by the yields for each year give the relative 
prices of bonds in Table XVI. 


TABLE XV 
ACTUAL AND RELATIVE RaTES oF INTEREST YIELDED BY INVESTMENTS IN BONDS 
OF THE WEST SHORE RAILROAD, AND OF THE AMERICAN, BRITISH, 
FRENCH, AND GERMAN GOVERNMENTS 








RELATIVE RATES 
ActuaL RATES AVERAGE AcTUAL RATES 1890-99 = 100 





English U.S. English 
Consols =—_ 4’s of | West /|Consols 7 
23 and “ 1907 Shore | 23 and | “tes 
2} per| 3 pe an R.R. | 2} per| 3 — 


cent cent 1925 cent cent 





32 
19 
og 
.10 
.O1 
-95 
-95 
-QI 
-93 
-97 
-99 
98 
99 
07 
°9 
04 
08 
18 
838 
-09 


88 107 109 
96 108 105 
101 107 102 
110 105 102 
101 102 
105 97 
114 93 
99 92 
97 93 
89 96 
79 104 
71 
72 109 
72 105 
76 106 
72 
74 106 
79 
88 109 
gl 
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If the whole period of twenty years be taken, the United 
States bonds give the lowest average yields. Then in order come 
the securities of Great Britain, France, Germany, and the West 
Shore Railroad. The margin between the government bonds 
which give the lowest and highest yields is the same in 1909 
as in 1890. Between these two years the American, British, and 
German bonds have lost ground, while French rentes have 
gained. 
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In respect to the price fluctuations which the bonds have 
undergone from year to year, the three European series are 
rather like each other and decidedly different from the American 
series. The year 1891 was one of “undigested securities” in 
Europe, not unlike 1903-4 in the United States. A vast mass 
of stocks and bonds, which European investors had bought dur- 
ing the hopeful years 1888-90 from promoters and underwriters 
at home and abroad, weighed heavily upon the market after the 
disaster of Barings in November, 1890. To protect these doubt- 
ful holdings many over-loaded firms and individuals were forced 
to sell their gilt-edged securities, not only in London and Berlin, 
but also in New York. Hence the decline in the price of bonds 
shown by Table XVI in 1891. Rentes escaped the decline, be- 
cause French investors, sobered by the collapse of the copper 
ring, the Comptoir d’Escompte, and the Panama Canal Com- 
pany early in 1889, had taken less share in speculative ventures. 


TABLE XVI 
RELATIVE Prices OF BONDS OF THE WEST SHORE RAILROAD AND OF THE AMERICAN, 
BRITISH, FRENCH, AND GERMAN GOVERNMENTS 
BY YEARS, 1890-1909 








Untrep STATES GREAT 

BrrraIn GERMANY, 

CONSOLS IMPERIAL 

U.S. 4’s of 1907| West Shore 23 AND 2} 3 PER CENT 
and 1925 R.R. PER CENT 








114 99 93 95 
104 97 93 93 
99 98 94 94 
9! 95 95 94 
99 99 98 99 
96 100 103 108 
88 99 107 109 
101 103 109 
103 104 107 
112 107 104 
127 107 97 
140 108 gI 
140 108 92 
139 103 95 
132 103 94 
138 103 06 
135 101 94 
127 96 go 
113 97 92 
IIo 98 go 
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During the dull years which followed, European investors 
became as timid as they had been bold, and sought security above 
all things. The result was a fairly steady rise of high-grade 
bonds in England, France, and Germany until 1896 or 1897. In 
America the course of affairs was very different, because of the 
panic of 1893 and the agitation for free coinage of silver—dis- 
turbing factors of which Europe felt but a moderate reflex 
influence. 

After the depression, business activity began to revive some- 
what earlier on the other side of the Atlantic—in 1896 or even 
in 1895, instead of in the summer of 1897. Confidence returned 
with prosperity and investors began to show preference for 
securities which promised higher returns than government bonds. 
Hence the latter declined in price and their net yields rose gradu- 
ally until 1900-1901. But American investors, with the panic of 
1893, and the set-back of 1896 still fresh in mind, kept on buying 
high-grade bonds freely until 1901-2. 

The crisis of 1900 was more serious in Europe than here. It 
again disposed investors to seek safety, and bond prices turned 
upward—vigorously in Germany, where the crisis was most 
severe, mildly in France and England. The highest points 
reached, however, were much below the records of 1896-97. The 
movements of 1903-5 were irregular and slight—save that 
United States 4’s declined heavily in 1904. But after 1905 the 
renewed prosperity brought renewed neglect of bonds, and prices 
fell rapidly until 1907. This time the American trend har- 
monized with the European. The difficulties experienced in 
financing large enterprises in New York had their counterparts 
in London, Paris, and Berlin. After the crisis, bond prices 
rose again; but the yearly averages for United States and Ger- 
man bonds were less in 1908 than in 1907. In the last year, the 
French, German, and West Shore bonds rose slightly, while 
consols and United States 4’s fell. 

The chief differences between the trend of the bond market 
in this country and abroad, then, are the interruption of the rise 
of prices in America by the panic of 1893 and the free-silver 
campaign of 1896, and the rise of American bonds in 1897-1901, 





306 JOURNAL OF POLITICAL ECONOMY 


while European bonds were falling. This rise of American bonds 
under conditions of marked prosperity, such as usually dispose 
investors to seek investments of a more lucrative character, is 
the most surprising result of the whole investigation. So far 
as United States 4’s are concerned the settlement of all doubts 
about the medium in which the obligations would be paid, and 
the increasing demand for bonds as a basis of national bank 
circulation, provide an adequate explanation. The Gold Stand- 
ard Act may also have improved the rating of the West Shore 
bonds, which are not expressly payable in gold; but it will be 
recalled that these bonds were not greatly affected by the free- 
silver agitation, save in the summer of 1896. More influence 
was exercised by the notable increase in the financial strength 
of American railways, to which attention has been directed. 
Directly, the West Shore bonds were less affected by this factor 
than the issues of roads which had been in straits during the years 
of depression. But an increase in the prices of so large a group 
of securities as the bonds of other railways must have reacted 
upon the price of any single issue; for the prices of all high- 
grade bonds are intimately related to each other through the tie 
of substitution goods. 


European statistics of discount rates are distinctly more com- 
plete and more authoritative than the corresponding American 
figures. It is sufficient to say that the material used consists 
of the bank rates and market rates in London, Paris, and Berlin. 
The bank rates are obtained from Palgrave’s tables, as published 
in the National Monetary Commission’s Statistics for Great 
Britain, Germany, and France.** The market rates for London 
and Paris are annual averages of the weekly rates given in the 
same document.*> The Berlin market rates are compiled from 
the Statistische Jahrbiicher fiir das Deutsche Reich. The closest 
American counterpart to the foreign rates is afforded by the series 
for double-name commercial paper, running 60-90 days. 


™ Senate Document, No. 578, 6rst Cong., 2d sess., pp. 134, 137, 140. 
** Pp. 44-62, 315, 316. Among the several London rates I have chosen that for 60-day 
bills. 
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TABLE XVII 
ACTUAL AND RELATIVE Discount RATES ON SHORT-TIME LOANS IN 
New York, Lonpon, Paris, AND BERLIN 
BY YEARS, 1890-1909 
ACTUAL RATES 











Berlin | New York 
Bank 
Rate Days 





.64 
41 
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.86 
.04 
64 
76 
57 
82 
05 
38 
24 
88 
43 
24 
35 
.68 
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21 
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RELATIVE RATES 
Average Actual Rates 1890-99 = 100 





1890. . .| 153 120 123 191* 
1891. ..} IIo 120 118 117 
1892... 86 108 88 70 
1893... | 103 100 150 102 
1894... .| 71 100 66 46 
1895... 68 84 79 38 
1896... 84 80 126 70 
1897... 89 80 78 87 
1898... IIo 88 83 124 
1899... 127 122 88 155 
1900... 135 129 96 174 
IQO1...| 126 120 93 153 
1902... 113 120 106 142 
1903... 127 120 118 162 
1904... 112 120 93 
1905... IOI 120 95 
1906... 144 120 124 
1907... 166 138 137 
1908... 102 122 96 
1909... 105 120 84 


























* May 16 to end of the year—33 weeks. 
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Comparisons between the actual rates are unsatisfactory be- 
cause of the uncertainty regarding the technical character of the 
paper discounted in the several markets. But it may be pointed 
out (1) that the annual averages of foreign bank rates are 
always higher than the corresponding market rates, (2) that 
for the whole period both bank rates and market rates are lower 
in Paris than in London, and lower in London than in Berlin, 
(3) that the advantage of Paris over London has become greater 
since 1898, (4) that the New York rates are higher than even 
the bank rates in Europe, except in 1897-1900 and 1908-9, when 
they are exceeded by the rates in Berlin. 

A comparison between the foreign rates on short-time loans 
and on government bonds shows that the latter average less than 
the bank rates and more than the market rates, except in France, 
where the yields upon rentes are higher even than the bank rates 
for the whole period, though not for the second decade. But 
the difference in stability is more striking and more important 
than the difference in average rates. The relative figures of 
Tables XV and XVII show that market rates fluctuate much more 
than bank rates, and bank rates much more than bond rates. 

On the whole, however, the general trend of the fluctuations 
has been similar in the money and the investment markets. The 
most important differences are that short-time rates relaxed in 
1891, while bond rates stiffened; that short-time rates rose in 
1893, while bond rates changed but little; and that short-time 
rates rose more promptly after the years of depression and 
reached their highest points earlier in the years of prosperity. 
All the rates show a higher level of fluctuation in 1900-1909 than 
1890-99—though the difference in the case of French rentes is 
small. 

Wes -ey C. MITCHELL 


UNIVERSITY OF CALIFORNIA 





THE SOCIAL-ECONOMIC CLASSES OF THE POPULA- 
TION OF THE UNITED STATES. II 


III. MALES OF VOTING AGE 


Table IV shows for continental United States the classifi- 
cation of male gainful workers of voting age by social-economic 
groups, compared with the total male population engaged in 
gainful occupations. 

The data for this classification are taken from Tables XLVII 
and LII of the special report on Occupations, where all gainful 
workers are distributed into 140 occupation groups. 

The reduction of the number of occupation groups from 
303 to 140 has necessitated a few modifications in the scheme 
of classification, of which the following are the most important: 

No segregation of agricultural laborers is made into mem- 
bers of family and hired help. 

Waiters and servants are combined in the Census table into 
one group. To make the number of males of 21 years and over 
comparable with males of all ages, the 213,728 “servants and 
waiters” are segregated in the same ratio as they are shown to 
bear to each other among all males, viz., as 64,591 : 215,818. 

The total variance in the plan of classification comprises less 
than 1 per cent of males of full age, distributed among five 
social-economic groups (salaried employees, selling force, in- 
dustrial wage-earners, servants, and unclassified) ; it may, there- 
fore, be treated as a negligible quantity.® 


5 The following were the minor modifications of the scheme of classification: 

“Overseers,” who are classed in this study as “salaried employees,” are combined in 
Table L of the census report on Occupations with “farmers and planters.” It may be as- 
sumed that very few of them, if any, are under 21 years of age; as the total number of male 
overseers is only 16,517, the error may be disregarded as infinitesimal. 

The same assumption is made with regard to apiarists comprised in Table L within the 
designation ‘other agricultural pursuits.” This assumption is justified by the low percentages 
of persons under age within the whole group described as “other agricultural pursuits,” viz., 
4-7 per cent (see Table L). The total number of apiarists is only 1,324; the error is likewise 
a negligible quantity. 

The group “messengers and errand boys,” comprising messengers, cash and bundle boys, 
and office boys, is included among “industrial wage-earners.” 

“Pilots,” included among “boatmen and sailors,” are here classified among industrial 
wage-earners. 

“Other persons in trade and transportation” include 2,813 auctioneers who come, under 


3°09 
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The number of males of voting age engaged in manufactures 
and mechanical pursuits is distributed into employers and em- 
ployed by the following method: 

The total number of males 10 years of age and over desig- 
nated in the census report as “manufacturers and officials, etc.,” 
is 239,649, which includes 17,833 officials of mining and quarry- 
ing companies. The number of persons from 16 to 20 years 
belonging to this class is 3,752. It may be safely assumed that 
no person under age is ever elected an officer of a corporation; 
the number of “manufacturers and officials” from 16 to 20 years 
of age may be taken to contain only manufacturers; the per- 
centage of minors among manufacturers (3,752 out of 221,816) 
is accordingly 1.7 per cent. 

This percentage may be applied to the number of male pro- 
prietors of manufacturing establishments and mine operators, 
shown in Table IV, viz., 619,093; after eliminating the 1.7 
per cent of males under age, the number of proprietors, etc., 
21 years of age and over, is estimated at 608,569. The number 
of officers of corporations is given in the same table as 52,090; 
it is assumed, as stated, that they are all of age. The estimated 
numbers of proprietors and officials are subtracted from the 
total number of males 21 years of age and over, engaged in 
manufactures and mechanical pursuits, in the manner indicated 
in a previous chapter; the difference represents wage-earners. 
the classification adopted here, within the group of “entrepreneurs.” It may safely be as- 
sumed that all auctioneers are of age. 

“Sextons,” combined with “janitors,’’ are included among industrial wage-earners. 

“Carriage and hack drivers,” included among ‘“‘draymen, hackmen, teamsters, etc.,” are 
thrown among the “unclassified”; likewise hunters and trappers, who are included among 
“other domestic and personal service”; also “firemen” who are combined with “watchmen 
and policemen.” 


The number of males of all ages in the United States affected by those changes in classi- 
fication is summarized next below: 


Hunters and trappers 

Firemen ' 
Carriage and hackdrivers................... 
Auctioneers 


178,739 
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TABLE IV 


NUMBER AND PERCENTAGE OF MALES 21 YEARS OF AGE AND OVER, ENGAGED IN 
GAINFUL OccUPATIONS, COMPARED WITH ALL MALES ENGAGED IN GAINFUL 
OccUPATIONS, IN CONTINENTAL UNITED STATES, 1900 








PERCENTAGE RATIO OF 
Eaca Group TO 
Torat or ALi Groups 


MALES OF 21 YEARS OF 
AGE AND OVER 





MALES OF 

Att AGES or Mal 
ales 

Number yy os 21 Years 

and Over 





All groups 23,753,836 | 19,634,000 
1. Farmers and planters. .| 5,504,973 5,387,281 
. Agricultural laborers...| 3,747,668 1,745,271 
. Entrepreneurs 1,851,925 1,793,992 
. Professional and quasi- | 
professional | 936,726 862,572 

. Agents and commercial | 
travelers 322,587 310,547 

. Salaried employees....| — 933,916 750,956 
. Selling force 468,019 358,143 
. Industrial wage-earners| 8,556,325 7,132,354 
; | 212,791 164,728 
. Unclassified | 1,218,906 1,128,156 




















Male gainful workers of full age compared with all males 
engaged in gainful occupations——The preceding table brings 
out certain characteristic age distinctions among the several 
social-economic groups. The lowest percentage of males of 
voting age is found among agricultural laborers, 46.5 per cent, 
whereas the ratio of males of full age among industrial wage- 
earners is 83.4 per cent. This difference is due to the inclu- 
sion of farmers’ children among agricultural laborers. Obviously 
there are comparatively few males of full age among farmers’ 
children helping on their parents’ farms. On the other hand, 
the age at which a farmer’s sons begin to help on the farm 
is apparently lower than the age at which children begin to work 
in factories. 

In respect to the percentage of males of full age in each 
social-economic group, the working population can be arranged 
into two divisions: 

I. Farmers and planters, with 98 per cent; entrepreneurs, 
with 96.8 per cent; agents and commercial travelers, with 96.2 
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per cent; professional and quasi-professional men, with 92 per 
cent. 

II. Industrial wage-earners, with 83.4 per cent; salaried 
employees, with 80.4 per cent; servants, with 77.4 per cent; 
selling force, with 76.7 per cent; and agricultural laborers, with 
46.5 per cent. 

The first division, comprising all persons in business for 
themselves, has the highest percentages of males of full age, 
not less than 92 per cent; this division includes agents and com- 
mercial travelers, who, as a rule, have an interest in the pro- 
ceeds of the business. 

The second division, comprising all persons hired by others. 
has the lowest percentages of males of full age, viz., not more 
than 83.4 per cent. 

The group described as “unclassified,” considering its per- 
centage of persons of full age, viz., 92.5 per cent, is apparently 
nearer to the first than to the second division; that is to say, 
if it were possible to apportion this group among the others, 
the greater part of it would find lodgment in the first division. 

If the percentage ratio of each group of males of voting 
age to the total number of all males of the same age is compared 
with the corresponding ratio for male gainful workers of all 
ages, the only marked difference is exhibited by the agricultural 
population: the ratio of agricultural laborers of full age is only 
8.9 per cent, whereas the same group constitutes 15.8 per cent 
of all male workers of all ages; on the other hand, the per- 
centage of farmers of full age is higher than the percentage of 
farmers to the working population of all ages, viz., 27.4 per 
cent, as against 23.0 per cent. This variation is due, as shown 
before, to the classification of children helping on the farm 
among agricultural laborers. If hired help only is considered. 
the proportion of agricultural laborers is 7.9 per cent of male 
workers of all ages (see Table I), as against 8.9 per cent rep- 
resenting the ratio of all agricultural laborers of full age to 
the total number of gainful workers of full age. In other 
words, the percentage of agricultural laborers of full age may 


practically be considered as an index of hired farm labor. ‘As 
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regards all other groups, the deviations, as affected by age, are 
insignificant. The highest is exhibited by entrepreneurs whe 
constitute 7.8 per cent of all males engaged in gainful occupa- 
tions and 9.1 per cent of those of full age. The most numerous 
group, that of industrial wage-earners, contains 36 per cent of 
all males engaged in gainful occupations and 36.4 per cent 
of all male workers of voting age. All other variations do not 
exceed a fraction of 1 per cent of all gainful workers. 


IV. CONJUGAL CONDITION OF MALE BREAD-WINNERS 


In Table V all male persons in the United States 10 years 
of age and over engaged in gainful occupations are classified 
by social-economic groups and conjugal condition. 

The married, widowed, and divorced are combined into one 
class, which, for the sake of brevity, will be spoken of as 
“married.” 

The data for Table V are taken from the Report on Occu- 
pations, Table XVI, where all gainful workers are classified into 
140 occupation groups. 

This variance in the census classification has necessitated 
a few slight modifications of our arrangement into social-eco- 
nomic groups. The resulting classification is substantially the 
same as in Table IV, Males of Voting Age.® 


‘There are no data for a division of agricultural laborers, classified by conjugal condition, 
into members of family and hired help; they are therefore combined in one group. 

Overseers being combined in the census table with farmers and planters, the ratio of 
married and single among overseers has been assumed to be the same as among farmers and 
planters; the numbers of married and single overseers have been obtained by computation. 

As “farm and plantation overseers” constitute only 0.3 per cent of the group described 
as “farmers, planters, and overseers,” the error may be treated as a negligible quantity. 

In a similar manner apiarists have been segregated from “other agricultural pursuits”; 
the total number of male apiarists was only 1,324, which is less than o.o1 per cent of all 
gainful workers; the error cannot affect the percentages in Table V. 

The 2,810 auctioneers who are classed by the census among “other persons in trade and 
transportation” have been divided in the same manner into married and single; the total num- 
ber of this group is o.o1 per cent of all gainful workers. 

Letter and mail carriers, 28,114 in number, have in like manner been segregated from 
“clerks and copyists”; the whole number is barely o.1 per cent of all gainful workers. 

Bundle and cash boys, messengers and office boys, aggregating 65,032 persons, were 
classified in the same way by conjugal condition; the total number is less than 0.3 per cent of 
all gainful workers. The distribution of males engaged in manufactures and mechanical pur- 
suits, classified by conjugal condition into proprietors, officials of corporations, and wage- 
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Relative places of married and single males.—The largest 
group in either class is that of industrial wage-earners, con- 
stituting approximately the same percentage, viz., 34.2 per cent 
of the married, widowed, and divorced, and 37.2 per cent of 
the single. Farmers and entrepreneurs form 44.0 per cent of 
the married and only 11.6 per cent of the single. On the other 
hand, agricultural laborers constitute 31.3 per cent of the single 
and only 5.2 per cent of the married. 

If all gainful workers are divided into two classes, those 
working for an employer and those who follow independent 
pursuits, comprising farmers, entrepreneurs, and professional 
men, the percentage ratios of these classes will compare as 
follows: 


| Married 





Employed 
Independent 

The overwhelming majority of single males are working for 
employers, whereas among the married males one-half are en- 
gaged in enterprises of their own. 

A comparison of the ratios of married and single within 
each class shows the following results: The average ratio 
of married and single in all occupations is 59.2 per cent of the 
former to 40.8 per cent of the latter. The highest percentage 
of married persons is found among the farmers, viz., 86.6 
per cent, the lowest among agricultural laborers, viz., 19.3 per 
cent. The low percentage of married persons in this class is 
due to the inclusion of boys living with their parents and help- 
ing on the farm. Next to the farmers are entrepreneurs with 
79.0 per cent married and agents and commercial travelers with 
earners, is arrived at in the following manner: The ratio of single “manufacturers and offi- 
cials,” viz., 41,703 out of 240,525, i.e., 17.3 per cent, is applied to the estimated number of 
male proprietors and operators, 619,093, as shown in Table IV. The ratio of single “officials 
of banks and companies,” viz., 15,848 out of 72,975, i.e., 21.7 per cent, is taken as the ratio of 
single persons among “officers of manufacturing corporations” and “officials of mining and 
quarrying companies.” The respective numbers of wage-earners are obtained by the subtrac- 


tion of proprietors and salaried officials from the total number of persons engaged in manufac- 
tures and mechanical pursuits, as more fully explained on a preceding page. 
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72.7 per cent. On the other hand, industrial wage-earners con- 
tain 57.2 per cent married persons, professional men, 56.2 per 
cent, salaried employees, 48.8 per cent, the selling force, 42.7 
per cent, and servants, only 36.4 per cent. 

The percentage ratio of married and single among the “Un- 
classified” is close to the average for all males engaged in gainful 
occupations, with a slight preponderance of the married. 

It must be borne in mind that the census classification of 
males engaged in gainful occupations by conjugal condition 
embraces all persons 10 years of age and over, while 18 per cent 
of them are under age; the percentage of married, widowed, 
and divorced among males under 20 at the Twelfth Census was 
but 1.2 per cent (“Population,” Part II, p. Ixxxvii). A more 
accurate idea of the conjugal condition of each social-economic 
group can be arrived at from a comparison of the percentages 
of married and single with those of males of full age in each 
group, as shown in the table next below: 


TABLE VI 


MALES 21 YEARS OF AGE AND OVER, CLASSIFIED BY SOcIAL-Economic GROUPS, 
COMPARED WITH ALL MALES CLASSIFIED BY CONJUGAL CONDITION 








PERCENTAGE RaTIO TO ALL MALES IN GAINFUL 
OccuPATIONS 





SoctaL-Economic Groups f a 
Males 21 Years a. S _ | 


- Divorced 


Difference 
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All groups 82. 





II 
27 
17 
35- 
23. 
gt. 
34 
27 
41 
31. 


Farmers and planters.................... 98. 
Agricultural laborers................... 46. 
Entrepreneurs 96. 
Professional and quasi-professional 92. 
Agents and commercial travelers. 96. 
Salaried employees 80. 
Selling force : 7 
Industrial wage-earners................. | 84 
77: 
Unclassified 92. 
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If the small percentage of married men under the age of 
21 is disregarded, the difference between the percentage ot 
males of full age and the percentage of married, widowed, and 
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divorced may be taken to represent the percentage of single 
persons of full age in each social-economic group. It appears 
that a little over one-quarter of all gainful workers of full age 
are single, while about three-quarters are married. But the 
range of variation among the several social-economic groups 
is very wide. Among agricultural laborers and servants the 
majority of males of full age are unmarried. As regards agri- 
cultural laborers, this is due partly to the fact that they include 
adult sons living with and working for the proprietors 
of the farms. As regards domestic servants, the large per- 
centage of the unmarried is accounted for by the fact that 
such servants are required to reside with their employers. 

The lowest ratio of single men is found among farmers, a 
little over one-ninth, and among entrepreneurs, over one-sixth. 
Next to them and very close to the average for all groups are 
agents and commercial travelers, with about one-fourth unmar- 
ried. Among industrial wage-earners of full age about one- 
third are unmarried. Professional men and salaried employees 
contain about two-fifths unmarried; salesmen in stores follow 
next with four-ninths unmarried; apparently these more am- 
bitious classes of the community postpone marriage until they 
are able to support a family on a higher standard of living. 

Still it is probable that the ratio of unmarried persons in 
each of the social-economic groups reflects its age composition. 


V. GEOGRAPHICAL DISTRIBUTION OF SOCIAL-ECONOMIC GROUPS’ 


The distribution of the productive population by social- 
economic groups exhibits considerable local variations, as shown 
on Map I. In the majority of states and territories no single 
group showed a preponderance over all others. 

In the following states and territories one group consti- 
tuted a majority of the total number of gainful workers: 


’In twenty of the states and territories the number of females that could not be classified 
exceeded ro per cent of all female gainful workers. In Alaska 13.3 per cent of the males and 
39.2 per cent of the females could not be classified. Alaska is therefore omitted, and as re- 
gards all other states and territories, the remarks on the distribution of gainful workers by 
social-economic groups are confined here to the aggregate of both sexes and to males. 
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Farmers—in Oklahoma 
Agricultural laborers—in Hawaii 
Industrial wage-earners: 

Rhode Island 

Pennsylvania 

Connecticut 

Massachusetts 

New Jersey 

New Hampshire 


For purposes of comparison, farmers and “agricultural 
laborers, members of family’’ may be properly combined into 
one group. This combined group constitutes a majority of all 
gainful workers in the following states and territories: 


Mississippi 
Arkansas 
Indian Territory 


South Dakota 


Industrial wage-earners, combined with hired agricultural 
laborers, constituted a majority of all gainful workers in Dela- 
ware, 52.0 per cent, and in Wyoming, 51.6 per cent. 

The “unclassified” group is also largely made up of wage- 
earners. As shown above, however, this group, tested by the 
ratio of males of voting age, approximates the social-economic 
groups representing individual enterprise, whereas the con- 
jugal condition of the “unclassified” comes nearest to the aver- 
age for all persons engaged in gainful occupations. The 
percentage of wage-earners among the “unclassified” may 
therefore reasonably be taken to be the same as the average 
for all gainful workers; in other words, the “unclassified” may 
be eliminated from the computation of the ratio of wage- 
earners. This correction will add the following states and ter- 
ritories to the preceding two with a majority of industrial and 
agricultural wage-earners : 
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Map I.—Geographical distribution of all gainful workers classified by social- 
economic groups. 
The maps in this article were prepared by Miss Anna C. Rogers. 
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Map II.—Geographical distribution of male gainful workers classified by social- 
economic groups. 
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Arizona 
Colorado 
New York 
New Mexico 


Male workers in each state and territory. (See Map II.)— 
Certain of the social-economic groups formed a majority of the 
male workers in the following states and territories: 


Farmers: in Oklahoma 
Agricultural laborers: in Hawaii 
Industrial wage-earners: 
in Rhode Island 
in Pennsylvania 
Connecticut 
in Massachusetts 
Se Se SN aed cia ceesiniscaasserenesdonaqescna 54.7 
in Montana 
i Pee SINE 55.5 cedciavcnnisaersdccemameons 50.2 


The elimination of the “unclassified” will add to this list 
the following states and territories with a majority of industrial 


wage-earners : 
Wyoming 


Colorado 
Arizona 


Farmers, including members of family working on the farms, 
constituted a majority in the following states and territories: 


Mississippi 
Arkansas 
Indian Territory 
South Dakota 
North Carolina 
Alabama 
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The elimination of the “unclassified” will add to this list 


the following states: 


s Percentage 
Georgia 


Kansas 
Kentucky 
Industrial wage-earners combined with agricultural laborers, 
not members of family, constituted a majority in the following 
states and territories: 


in Maryland 
in New Mexico 


The elimination of the “unclassified” will increase this list by 
the following states: 


Washington 
California 


Maine 


VI. SOCIAL-ECONOMIC GROUPS IN GREAT CITIES 


Table VII below presents a classification of gainful workers 
by social-economic groups for the group of cities which, accord- 
ing to the enumeration of 1905, had a population of 300,000 
and over. 

The method by which the 140 classes of occupations have 
been combined into social-economic groups for these cities are 
substantially the same as those before described.*® 


* A few slight modifications have been necessitated by the variance of the census statistics 
for cities from those relating to states and territories. 

In Table XLII of the volume on Occupations, “waiters” are combined with “servants”; 
for the purposes of the present classification the total for both occupations in each city has 
been apportioned between waiters and servants pro rata to their numbers for the respective 
states. 

In the summary of statistics of manufactures for cities (“Manufactures,” Part IT, Table IIT), 
the number of “salaried officials, clerks, etc.,” combines “‘officers of corporations” with “‘gen- 
eral superintendents, managers, clerks, etc.,”” who are shown separately in the tables for states 
and territories. ‘The combined number for each city has likewise been apportioned between 
the two groups pro rata to their numbers in the respective states. 

The numbers of policemen and firemen in the 14 cities have been taken from the Bulletin 
of the Department of Labor, No. 36 (September, rg0r1), “Statistics of Cities,” and subtracted 
from the total for ‘watchmen, policemen, firemen, etc.” In this manner each of these occu- 
pations was assigned its place in the proper social-economic group. 
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The aggregate population of the 15 cities of this class was 
estimated as of June I, 1905, at 12,300,000, which was 55 per 
cent of the total for cities with a population of 30,000 or over. 

The most numerous social-economic group is the industrial 
wage-earners ; in eight of these cities they constitute a majority 
of all gainful workers, viz., Baltimore, Buffalo, Cincinnati, 
Cleveland, Detroit, Milwaukee, Philadelphia, and Pittsburgh. 
It must be borne in mind, however, that there are industrial 
wage-earners among the “Unclassified.” As shown above, the 
“Unclassified,” tested by the ratio of males of voting age, most 
nearly approximate the social-economic groups representing 
individual enterprise, while by conjugal condition that group 
closely reflects the average for all social-economic groups. It 
is, therefore, fair to assume that the percentage of wage-earners 
among the “Unclassified” may be eliminated from the total. 
In three of the great cities industrial wage-earners accordingly 
constituted less than one-half of all persons engaged in gainful 
occupations in 1900, viz., in Boston, 49.1 per cent, in San Fran- 
cisco, 46.7 per cent, and in Washington, D.C., 39.6 per cent. 

There is a vast difference between the sexes with regard 
to social-economic stratification. While male industrial wage- 
earners form about one-half of the total male population en- 
gaged in gainful occupations, female industrial wage-earners 
constitute only from 22 to 44 per cent of all women bread- 
winners. The contrast is especially striking in Pittsburgh, 
where over two-thirds (67.5 per cent) of the male workers are 
industrial wage-earners, while less than one-fourth (24.2 per 
cent) of the women bread-winners are industrial wage-earners. 
On the other hand, women in cities have a special occupation in 
which they do not enter into competition with men, viz., domestic 
service. About one-fourth of the women bread-winners in 
large cities are domestics. In Pittsburgh the ratio rises to 34.5 
per cent and in New Orleans to 34.1 per cent, i.e., every third 
woman bread-winner is a domestic servant. 

Among the male bread-winners industrial wage-earners num- 
ber less than one-half in Boston, Washington, D.C., and San 
Francisco. After the elimination of the unclassified, however, 
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the industrial wage-earners made up in 1900 less than one-half 
of all male gainful workers only in Washington, D.C., viz., 
49.6 per cent. 

The next place after industrial wage-earners is held among 
male bread-winners by entrepreneurs, whose ratio to all gainful 
workers fluctuates between 13.7 per cent in New York and 7.2 
per cent in Pittsburgh. 

The third place is held by salaried employees, whose per- 
centage fluctuates between 11.9 in Chicago and 7.7 in Phila- 
delphia. 

Compared with the states within which they are situated, 
the great cities exhibit, as a rule, a greater relative number of 
gainful workers in each social-economic group, other than 
farmers and agricultural laborers. The cities of Philadelphia 
and Boston are exceptions to that rule; the percentage ratio of 
industrial wage-earners in each of them falls short of the aver- 
age for the state, viz., in Boston, 44.0 per cent, in Massachu- 
setts, 54.3 per cent, in Philadelphia, 54.2 per cent, in Penn- 
sylvania, 54.9 per cent. In the case of the former this anomaly 
is easily accounted for by the fact that municipal Boston com- 
prises the commercial and residential sections of metropolitan 
Boston, while the manufacturing industries are located in the 
suburbs, beyond the limits of the city of Boston. 

The comparative percentage ratios of the several social- 
economic groups in a great city and in the state within which 
it is situated are necessarily affected, however, by the presence 
of a large agricultural population in the state and its absence in 
the city. A common basis for comparison is furnished by the 
following table, in which all persons engaged in non-agricultural 
pursuits in the fifteen great cities and in the rest of the United 
States are collated. 

The following table brings to light the interesting fact that 
the percentage ratio of industrial wage-earners of both sexes 
in the great cities is lower than in smaller cities and rural 
districts, viz., 54.6 per cent in cities with a population of 300,000 
and over, as against 58.9 per cent in the rest of the United 
States. On the other hand, the ratios of salaried employees, 
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the selling force, and agents and commercial travelers are higher 
in great cities, viz., 17.7 per cent in the aggregate, as compared 
with 10.6 per cent in small cities and rural districts. The ex- 
cess of salaried employees, salesmen, and agents in great cities 
and the excess of industrial wage-earners in small cities and 


TABLE VII 
NUMBER AND PERCENTAGE DISTRIBUTION OF PERSONS 10 YEARS OF AGE AND OVER, 
ENGAGED IN NON-AGRICULTURAL PuRSUITS IN CITIES WITH A POPULATION OF 
300,000 AND OVER AND IN THE REST OF THE UNITED STATES, CLASSIFIED BY 
SEx AND SocraL-Economic GROUPS, 1900 








NuMBER OF PERSONS PERCENTAGE RATIOS 





Great CITres ar 
o' 
Both Sexes Males Females Sexes | Males | Females 





4,207,318 | 3,189,155 | 1,018,163 |100.0 |100.0 |100.0 





Entrepreneurs 474,535 | 418,503 55,942 | 13.3 | 13.1] 5.5 
Professional and quasi- 

professional 332,618 228,154 104,464 ; 7. 10.3 
Agents and commercial 

travelers 94,990 92,008 2,982 
Salaried employees 454,742 353,842 100,900 
Selling force 199,028 136,549 62,479 
Industrial wage-earners....|} 2,294,812 | 1,897,688 397,124 














Servants 356,593 62,321 294,272 





UNITED STATES EXCLUSIVE OF GREAT CITIES 





All groups. 13,056,566 |10,236,867 | 2,819,689 {100.0 





Entrepreneurs 1,629,363 | 1,436,733 192,630 
Professional and quasi- 
professional 1,246,587 809,219 437,368 
Agents and commercial 
travelers 239,279 230,755 8,524 
Salaried employees 734,337 | 583,944 | 150,393 
Selling force 423,267 332,008 91,169 
Industrial wage-earners.. . .| 7,682,306 | 6,690,621 991,685 
Servants | T101,417 | 153,497 | 947,920 























rural districts point to the position of the great cities as dis- 
tributive centers for the country’s industries. The same tend- 
ency is still more pronounced among males engaged in gainful 
occupations: industrial wage-earners constitute 59.5 per cent in 
the great cities and 65.4 per cent in the rest of the country, 
whereas office workers, salesmen, and agents number 18.3 per 
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cent in the great cities and 11.2 per cent in smaller cities and 
rural districts. 

The distribution of women bread-winners by social-economic 
groups exhibits a different tendency. The percentage of indus- 
trial wage-earners is higher in the great cities, as well as the 
ratios of salaried employees and saleswomen; this excess is 
compensated by a higher percentage of business and profes- 
sional women and servants in smaller cities and rural districts. 
Apparently, in great cities there is a greater demand for female 
help in factories, offices, and stores, while in the smaller cities 
and towns middle-class and domestic occupations predominate. 
In great cities the aggregate of industrial wage-earners, salaried 
employees, and salesgirls is 55 per cent, and all other classes 
45 per cent; in small cities and towns the former are only 43.7 
per cent of all females engaged in gainful occupations and the 
latter 56.3 per cent. 


VII. RACE AND NATIVITY 


In Table VIII next following all males of voting age en- 
gaged in gainful occupations in continental United States are 
classified by race, nativity, and social-economic groups. 

The data for this table have been compiled from Table 
LIT of the Report on Occupations, where all males 21 years 
and over are distributed into 140 specified occupations. Wher- 
ever these occupation groups had to be split up into minor 
subdivisions, the same methods were pursued, as in the classifi- 
cation of male gainful workers of voting age by social-economic 
groups. 

The distribution of males of full age engaged in manufac- 
tures and mechanical pursuits into employers and wage-earners 
has been made substantially in the same manner as the dis- 
tribution by conjugal condition of all male workers engaged in 
the same pursuits. 

A slight modification of the method was necessary, however, 
in view of the variance between the manufacturers, etc., on 
the one hand, and officials, on the other, as to the percentages 
of native, foreign, colored, etc. 
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The percentage ratios given in census Table LII are as 
follows : 








Manufacturers and | Officials of Banks 
Officials, etc. and Companies 





Native white, native parents. . 67.2 
Native white, foreign parents d 20.6 
Foreign white ; II.9 
Negro : 0.2 
Other colored ' o.1 





100.90 











The first column of percentage ratios is therefore first ap- 
plied to the sum of 608,569 proprietors, etc., and 52,090 officers 
of corporations, etc.; then the percentage ratios of the second 
column are applied to the latter alone and the results are re- 
spectively subtracted from the former figures; the difference 
represents manufacturers proper. 

The social-economic structure of each element of the popu- 
lation presents its own distinctive features. Native whites of 
native parents and Negroes contain the highest percentage of 
farmers, viz., 34.7 and 34.5 per cent, respectively, which is twice 
as many in proportion as found among the foreign whites and 
their children, 16.6 and 17.1 per cent, respectively. On the 
other hand, industrial wage-earners constitute over one-half 
(52.8 per cent) of the foreign white and only a little over one- 
fourth (27.6 per cent) of the native white of native parentage; 
native white of foreign parentage and Negroes occupy interme- 
diate places (40.8 and 32.7 per cent, respectively). The Negroes 
are the only element of the population with a majority engaged 
in agriculture, viz., 52.3 per cent. 

The functional tendencies of each element of the population 
appear still more conspicuously from the composition of each 
social-economic group. While the native white of native par- 
entage number one-half (49.7 per cent) of all male gainful 
workers of full age, they are unequally represented in the sev- 
eral social-economic groups. They constitute the highest per- 
centage among professional men (63.1), farmers (62.8), and 
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agents and commercial travelers (61.4); they predominate, 
though to a lesser degree, among salaried employees (57.3 
per cent) and salesmen in stores (55.9 per cent), while among 
industrial wage-earners they are but a minority (38 per cent). 
Among the group described as “agricultural laborers,” which 
includes both hired labor and farmers’ sons helping on the farm, 
native white of native parentage likewise constitute a majority. 

The highest percentage of foreign born white is found among 
industrial wage-earners, viz., 33.8 per cent, and the lowest 
among farmers, 13.9 per cent, and agricultural laborers, 11.5 
per cent; more than the average in proportion to their numbers 
in the whole population is found among entrepreneurs, 28.1 
per cent, and servants, 25.5 per cent; less than the average is 
found among agents and commercial travelers, salesmen, salaried 
employees, and professional men. 

Native sons of foreign parents partake of the characteristics 
of both native and foreign white. Like their parents, they are 
represented by small relative numbers in the agricultural popu- 
lation; aside from this, however, they gravitate toward the 
social-economic groups where the native element predominates. 
The highest percentages of native born of foreign parentage 
are found among salaried employees and salesmen (26.9 and 
26.6 per cent, respectively) and the lowest among servants (9.8 
per cent). The foreign born and their native children, though 
a minority of all males of voting age engaged in gainful occu- 
pations (39.6 per cent), constitute a majority of the industrial 
wage-earners (52.5 per cent). 

The colored races, Negroes and others, furnish well-nigh 
one-half of all men-servants, 48.3 per cent. This is nearly four 
times their share, the ratio of the colored to the entire male 
working population of full age being only 12.9 per cent; for- 
eign white furnish one-fourth (25.5 per cent) and native white 
as many (26.2 per cent), though they constitute two-thirds of 
all male workers of full age. In other words, three-fourths 
of the menial work required by the nation is supplied by the 
colored and foreign born; the native of native stock furnish but 
one-sixth of the whole supply (16.4 per cent). 
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VIII. SOCIAL-ECONOMIC GROUPS IN THE SOUTH 
In the statistical analysis of class divisions in the South I 
have confined myself to those states where the ratio of the 
colored race to the entire population is 20 per cent or over. 
(See Map III.) The methods of classification have been fully 
explained in the preceding divisions. 





OKLAHOMA 


Unde 50 fo white indusiral wage earners, and 


while gainful workers. 

Under 50 %o white indusifial wage earnes's, buf 
over 504 white gainful workers. 

Nafive white under 50%, all white over 50 Jo 
of industfial wage earners. 


Ss] White of nafive parents under 50%, native white 
over 50% industrial wage earners. 











Map III.—Geographical distribution of male gainful workers by social-economic 
group, race, and nativity in the South. 

In the South the social-economic stratification of the com- 
munity is strongly affected by racial distinctions. The white 
race predominates in all social-economic groups making up what 
is popularly designated as the middle class: entrepreneurs, pro- 
fessional men, agents and commercial travelers, salaried em- 
ployees, and salesmen. In all these groups the percentage ratio 
of colored men is small, as appears from Table IX below. 
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The largest percentage is shown by the professional and quasi- 
professional group, which obviously ministers to the needs of 
the colored race. Negro entrepreneurs are more numerous than 
Negro agents and commercial travelers or Negro salaried em- 
ployees. With the exception of Florida and Louisiana, Negro 
salesmen in stores are proportionately the least numerous group. 


TABLE IX 


PERCENTAGE Ratio oF NEGRO MALES 10 YEARS OF AGE AND OVER, IN ALL GAINFUL 
OccCUPATIONS AND IN Eacu OF CERTAIN SPECIFIED SocraL-Economic Groups 








All Occupa-|Professional | Entrepre- | Agents and | salaried 
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. South Carolina. 57-7 
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46.8 
45-5 
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. North Carolina. 32.2 
28.6 
23.9 
19.7 
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On the other hand, the Negro males predominate among 
domestic servants, although this occupation furnishes employ- 
ment to only an insignificant percentage of the colored male 
workers, as appears from the following statement : 








Percentage of Ne-|Percentage of Serv- 
State ne among Male} ants among Ne- 
rvants gro Male Workers 
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Agricultural pursuits require the labor of the majority of 
male workers in all these states, except Florida, where farmers 
and agricultural laborers comprise only 39.6 per cent of all 
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male gainful workers. In most of these states the Negroes 
show a greater tendency than the white race toward agricultural 
pursuits; in some, however, the reverse is the case. In the fol- 
lowing states the percentage ratio of Negro males engaged in 
agricultural pursuits to all Negro males engaged in gainful occu- 
pations exceeds the corresponding ratio of white males: 
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States Negro 





Mississippi 81.4 
South Carolina 76.3 
74.2 
69.2 
66.4 
66.2 
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In the following states the percentage ratio of white males 
engaged in agricultural pursuits to all white male workers is 
higher than the corresponding ratio of Negro males: 








States White Negro 





North Carolina 69.9 65.3 
Tennessee 65.1 50.3 
63.7 62.4 
Virginia Ce 48.2 
Florida 44.5 33.8 











The Negroes constitute a majority of all male farmers in 
Mississippi and in South Carolina. In Mississippi male Negro 
farmers contain 59.2 per cent of all male farmers, the ratio 
of male Negro workers to all male workers being 59.1 per cent; 
in South Carolina Negro male farmers contain 54.2 per cent 
of all male farmers, while Negro male workers constitute 57.7 
per cent of all male workers. 

A majority of all agricultural laborers are Negroes in the 
following states: 


PERCENTAGE OF NEGROES 
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South Carolina 57-7 
Mississippi Z 59.1 
Louisiana : 48.0 
46.8 
45-5 


Alabama 
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As regards the comparative numerical strength of the two 
main divisions of the farming population, agricultural laborers 
contain a higher percentage of male workers among the Negroes 
than among the white race, whereas farmers comprise a higher 
percentage of male workers among the white race than among 
the Negroes, except in Louisiana, where the percentage ratio 
of white male farmers to all white male workers is 26.3, while 
the percentage of Negro farmers to all Negro male workers 
is 27.5, and in Mississippi, where the ratio of white farmers 
is 44.2 per cent and that of Negro farmers 44.3 per cent. 

Among the white male workers there are more farmers than 
agricultural laborers, among the Negroes there are more agri- 
cultural laborers than farmers, except in Arkansas and Mis- 
sissippi; still, in the latter states, as everywhere else, the per- 
centage of agricultural laborers among Negro male workers is 
higher than among white male workers; in Mississippi, more- 
over, the Negroes constitute nearly two-thirds of all agricultural 
laborers. The percentage of farmers and agricultural laborers 
among the male gainful workers of each race is shown in Table 
X below. 


TABLE X 


PERCENTAGE RATIO OF FARMERS AND AGRICULTURAL LABORERS TO ALL 
MALE WORKERS WITHIN THE WHITE AND THE NEGRO RACES 








WHITE NEGRO 
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rers Laborers 





36. 
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The group of “agricultural laborers’ comprises both mem- 
bers of family and outside help. The percentage of farmers 
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being lower among the Negroes than among the whites, the 
percentage of farmers’ children helping their parents at home 
must be correspondingly small; the difference in the percentage 
of agricultural laborers is consequently made up by outside farm 


help. 

Industrial wage-earners are also represented by a higher per- 
centage among Negro male workers, than among white male 
workers, except in Louisiana and South Carolina, where the 
percentage of industrial wage-earners among the whites is 
slightly higher than among Negroes. The percentage of in- 
dustrial wage-earners among the male gainful workers of each 
race was as follows: 











Mississippi 
Louisiana 
South Carolina 
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In the following five states the Negroes constitute a ma- 
jority of all male industrial wage-earners : 








Percentage of Ne-|Percentage of Ne- 
roes among Male roes among All 
dustrial Wage- ale i 

Earners Workers 





Mississippi 64.7 
Georgia 58.4 
57-7 
55-4 
54.1 











South Carolina is the only one of those five states where 
the Negroes fall slightly short of their proportionate share of 
industrial wage-earners; in Georgia, Florida, and Alabama the 
Negroes, though a minority of the population, furnish a ma- 
jority of industrial wage-earners. 
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Persons of foreign birth or foreign parentage constitute a 
very smail fraction of the white population of eight out of the 
eleven states under review. In three states only, viz., in Florida, 
Louisiana, and Texas, does the foreign element show numerical 
strength, as expressed in the following percentages of all males 
engaged in gainful occupations: 





|Foreign-born and 
Native of Foreign 
Parentage 





9-4 
14.7 





In Louisiana persons of foreign stock outnumber the native 
born of native stock among entrepreneurs, the former repre- 
senting 48.6 per cent and the latter 43.0 per cent of the whole 
group. In Texas 29.8 per cent of all entrepreneurs are of 
foreign stock, in Florida nearly one-fourth (24.8 per cent). 

The foreign-born in every state show a marked tendency 
to engage in business; in the Carolinas, Georgia, and Mississippi 
nearly one-third of all foreign-born male workers are entre- 
preneurs. The percentage of entrepreneurs among foreign-born 
male gainful workers compared as follows with the same per- 
centage among all white male gainful workers: 
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Among industrial wage-earners native whites of native par- 
entage are a minority in the following states: 
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South Carolina 


Georgia 

Mississippi . 

EE Cis KG NSS sake new ack daeaetaaaen se anea ue ae 20.7 
Louisiana 


In Texas the native white of foreign parentage, added to 
those of native stock, make up a white majority among male 
industrial wage-earners (57 per cent); in Louisiana the foreign 
born and the native of foreign stock, who constitute together 
22.6 per cent of all male industrial wage-earners, added to the 
29.5 per cent of native males of native parentage, make up a 
majority of the male industrial wage-earners. 

In the other southern states, where the foreign element con- 
stitutes but a very small fraction of the male workers, the 
Negroes predominate among male industrial wage-earners. 


IX. CONCLUSIONS 


The main fact conspiciously brought out by the preceding 
statistics is that, contrary to popular opinion, the class of in- 
dustrial wage-earners, created by the evolution of capitalistic 
industry, does not constitute a majority of the American people, 
except in a few industrial states of the East and mining states 
of the West and Southwest. 

On the other hand, the entrepreneur class in a broader sense, 
comprising business men as well as farmers, is almost as nu- 
merous as the industrial wage-working class, and in many 
states outnumbers the latter. The intermediate groups form a 
large section whose economic status is not identical with that 
of either the entrepreneur or the industrial wage-working class. 
It is these intermediate groups that are collectively designated 
as “the public,” the third party in economic conflicts between 
employers and wage-earners. The numerical correlation of the 
entrepreneur class, the industrial wage-working class, and “the 
public” were represented in 1900 by the following percentages 
(omitting the unclassified) : entrepreneurs, 27.7, industrial wage- 
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earners, 34.8, the public, 31.3. These percentages varied ac- 
cording to sex, age, and section of the country. 

In the South economic class divisions are crossed by caste 
divisions based on color or race. If the white caste alone is con- 
sidered, the percentage of industrial wage-workers among adult 
males varied from 11.1 in Mississippi to 27.2 in Florida. 

The course of evolution since 1870 is shown in Table XI 
(omitting the unclassified ) : 

TABLE XI 


RELATIVE NUMERICAL STRENGTH OF THE ENTREPRENEUR CLASS, THE 
INDUSTRIAL WAGE-EARNING CLASS, AND THE PUBLIC, 1870-1900 


(Percentage ratio to total engaged in gainful occupations) 


Classes 1870 1880 1890 1900 











Entrepreneurs. $3.5 32. 27.7 
Industrial wage-earners. . . . 27.4 29. 32.7 34.8 
The public 37.2 32. 31.3 





96.1 95. 94-7 93.8 

















As appears from the preceding table, the industrial wage- 
earning class has increased within the thirty-year period from 


27.4 to 34.8 per cent, while the entrepreneur class has, during 
the same period, decreased from 31.5 to 27.7, and the inter- 
mediate classes, “the public,’ have decreased from 37.2 to 
31.3. The industrial wage-earning class has gained at the ex- 
pense of both. It is worthy of note, however, that the pace of 
this evolution has been very slow. Moreover, so far as the 
changes are real, not apparent (due to imperfections of Census 
figures), they have been occasioned by the expansion of industry 


TABLE XJi 


RELATIVE NUMERICAL STRENGTH OF THE ENTREPRENEUR CLASS, THE WAGE- 
EARNING CLASS, AND THE PUBLIC IN NON-AGRICULTURAL PuRSUITS, 1870-1900 








Classes 1870 1880 1890 1900 





Entrepreneurs 13.8 14.0 
Wage-earners 52.3 53.0 
The public 33-9 33.0 





100.90 100.0 
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at the expense of agriculture, as noted in the preceding chapters. 
If the agricultural population, as well as the unclassified, is 
eliminated, the three classes will compare as shown in Table XII. 

The preceding table shows that the correlation of the en- 
trepreneur class, the wage-earning class, and the intermediate 
groups within the non-agricultural population has undergone 
no perceptible change during the thirty-year period under re- 
view. 

So far as these statistics may be interpreted to affect the 
outlook for labor legislation, they show that the policy of the 
state will, for some time to come, be determined by neither of the 
two classes directly interested in the matter, but by the vast 
middle class described in popular discussions as “the public.” 


Isaac A. HourwIcH 
Wasxincton, D.C. 





MAGAZINE ADVERTISING AND THE POSTAL DEFICIT 
I 


During the last five years the Post-office deficit has ranged 
from five to seventeen million dollars. Second-class mail mat- 
ter, composed largely of newspapers and periodicals, forms the 
greater part of the postal tonnage. Second-class mail matter 
is carried below cost. These are three undisputed facts. At the 
last separate weighing (1907), second-class mail made 64 per 
cent of the weight and yielded 5 per cent of the revenue, a con- 
dition explained by an expense of over eight cents per pound, 
accompanied by a postage rate of only one cent per pound. The 
estimated loss on the second-class branch of the mail service 
during 1909 was over $60,000,000." 

“Magazines” make up about twenty per cent vo: .ue second- 
class tonnage. Periodicals of all sorts, including “magazines,” 
constitute about forty-five per cent. The importance, however, 
of magazines in causing the deficit is greater than would be in- 
dicated by their weight; for their average haul exceeds 1,000 
miles, being far greater than that of other matter. It is esti- 
mated that magazines, for the transportation alone, cost five 
cents per pound. 

This non-self-supporting branch of the postal service was 
originated “for the dissemination of information of a public 
character, or devoted to literature, the sciences, arts, or some 
special industry.” It was made available for publications sent 
to bona fide subscribers only. And those “designed primarily 
for advertising purposes” or “for circulation at nominal rates” 
were expressly excluded. The obvious aim was to promote in- 
tellectual progress through the circulation of reading-matter 
which the people were willing to pay for. 

The root-evil of the present situation lies in an incon- 
sistency: magazines are financed and circulated on an adver- 

* The statistics are all minimum or conservative interpretations of the lowest government 
figures. There is dispute as to the amount by which cost exceeds revenue. 
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tising basis; they are delivered and purchased on a reading- 
matter basis. They are generally designed to circulate at nearly 
nominal rates of subscription; and there is nothing in price 
conditions to guarantee that the reading-matter contained is 
what the people are willing to pay for. 

Accordingly, the government proposes an increased rate on 
the advertising sections of magazines. Newspapers are ex- 
cepted; and undoubtedly the newspaper meets the test of dis- 
semination of information of a public character more clearly 
than the magazine. In a democracy the “paper” is essential. 
Furthermore, the newspaper is not the source of the great loss 
in the second-class branch: the average haul for newspapers in 
1908 was only 291 miles. (For free circulation in the county 
of publication the average haul is only about 7 miles.) “Edu- 
cational” and religious periodicals are also to be excepted. No 
doubt as to their coming under the original intent exists; nor are 
they generally circulated on an advertising basis. 


II 


The magazines oppose the proposed advance in rates on ad- 
vertising matter on the ground that it is difficult of application 
and involves discrimination. Now no one can have any doubt 
as to the general class of publications labeled “magazine.” But 
to secure a closer working demarkation, it is suggested that the 
newspapers and technical, educational, and religious periodicals 
might easily be distinguished, and the balance be classed as 
“magazines.” If any difficulty remains, the amount and character 
of the advertising matter itself should be taken in evidence. 

That there are two kinds of discrimination, reasonable and 
unreasonable, is a hard thing for an American to grasp. There 
is good reason for discriminating reasonably against the maga- 
zines; to fail to do so is to discriminate unreasonably against 
other industries not aided by special governmental favors, and 
against the users of other branches of the postal service the de- 
velopment of which is retarded by the second-class deficit. 

The magazines further object to the conduct of the postal 
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service, indicating that they are not responsible for the deficit. 
In the first place, they argue that the government’s cost on 
second-class mail is too high. Here no adequate facts are avail- 
able. The chief basis appears to be a comparison with express 
rates; but this is utterly misleading for the simple reason that 
the express companies take the cream of the business—the bulk- 
package, short-haul business. They rarely haul magazines over 
150 miles; generally less. It is, therefore, no wonder that their 
rates are lower. In any case the relation of revenue to cost 
is the important point. At the present rates the magazines must 
be handled at a very greatly reduced cost indeed, if they are to 
pay for the mail service they receive. 

In the second place, it is argued that other branches of the 
service are unprofitable. In all such cases, however, either 
social utility is so clear, expense so small, or such indirect com- 
pensation from other departments is received, that they furnish 
little ground for longer favoring the magazines. Moreover, 
it is not proposed to make the latter pay for others’ deficits. 
They are asked to pay for nothing that they do not get. 

Finally, the magazines object that the results would be bad 
for the postal department, and for subscribers. Now the 
former point assumes that there would be less advertising, and 
so less first-class revenue; but this does not follow. More 
probably, the charges for advertising would be somewhat raised 
with lower profits to the manufacturers of advertised articles 
or higher prices on their wares, or both. But, even granting 
the assumption, the argument overlooks the fact that the 
object of the measure would be to make the second-class branch 
self-supporting; that any slight decrease in first-class revenue 
would be cheerfully borne—that, in fact, even one-cent postage 
is talked of as a possible outcome. The government estimates 
that if the whole of the net revenue of the first and fourth 
classes were attributed to the second-class branch and were 
lost, we should still gain several million dollars by making the 
second-class branch pay. 

Now the magazine purchaser’s interests remair: for consid- 
eration. Subscription prices might be raised, but this is not 
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likely to be the sole, or even the chief, effect. The profits of 
magazine publishers, or of manufacturers of advertised arti- 
cles, or the prices of advertised articles and the wages of em- 
ployees might be affected instead of or along with subscription 
rates. It is quite certain that the whole effect would not be 
exerted upon magazine prices, and that the burden would not 
rest entirely upon magazine subscribers. To raise prices to 
subscribers would limit circulation, and it is upon the subscrip- 
tion list that the magazine’s ability to secure advertising matter 
depends. Following the line of least resistance, the advertiser 
would be called upon to bear a considerable part; and he, in 
turn, would pass on a share of the burden to his customers, 
who, as his goods are almost entirely luxuries, would not be 
harmed. 

But, even supposing that the burden would rest largely 
upon the consumer, only half the story is told. Great gains off- 
set it. An annual deficit is now made good by appropriations 
and taxation. We are now burdened with higher first-class and 
merchandise rates than are necessary, and these could be low- 
ered. And that the present tax burden is not so well adjusted 
as the increased expenditures connected with magazine luxuries, 
is another consideration. 

The argument of the magazines runs as follows: Advertise- 
ments are profitable, magazine prices are therefore lower, and 
intellectual progress is accordingly stimulated. But the chain 
of cause and effect must be completed, and when completed it 
becomes a circle. What makes advertisements profitable? Cir- 
culation. But circulation, to no small degree, depends upon 
cheap postage; that is, tons of advertising and reading-matter 
can be flooded out at nominal rates, largely because it is trans- 
ported and delivered far below cost. Circulation cannot be 
taken for granted: back of it lies the second-class deficit. We 
are merely putting into one pocket somewhat less than we are 
taking out of the other. 

By the same logic, the manufacturer of advertised articles 
can market his goods cheaper as a result of governmental gen- 
erosity. 





JOURNAL OF POLITICAL ECONOMY 


III 


The Post-office is a public business, its services being of 
high importance to all, and its benefits generally diffused. As 
such, its total revenue should, on the average, just cover the ex- 
pense—no surplus, no deficit. This is a rough way of insuring 
that no activity is maintained whose cost exceeds its utility. 
Net social benefit is the test. But this aggregate condition may 
exist with one branch taxed to sustain another which in itself 
does not meet the test. In such a comparison of branches, the 
conclusion is that unless the deficit branch is clearly of higher 
social benefit than the surplus branch, it should be made to pay. 
Otherwise, the extension of the more beneficial branch of serv- 
ice is limited. The utility of the service, as indicated by what 
the people are willing to pay, must be balanced against the cost 
and compared with the utility of the other branch. 

The application of this test is especially imperative in this 
case, because the government has no monopoly of second-class 
matter. The express companies skim the cream of the business, 
leaving only the most costly or lowest-net-benefit service. No 
averaging for society is possible. The test does not conflict 
with the principle according to which, within the same branch 
one region may be served at a loss and recouped from the gains 
of another region, the dense paying for the sparse. Thus a 
rough average for society is attained. 

What, then, is the character of the magazine service? A 
careful examination of several typical leading magazines gives 
the following results. Reading matter is 52 per cent, advertis- 
ing is 48 per cent. In several cases this percentage of advertis- 
ing is exceeded. In number, advertisements of “investment 
opportunities” and of the means of pleasure and diversion lead 
all others; while toilet and medicinal preparations, articles of 
food, and sanitaria and health resorts, bulk large. Necessities, 
liberally construed, form iess than 19 per cent. Certainly over 
25 per cent are luxuries. Some 50 per cent might be classed as 
comforts and conveniences. Many purport to save labor, but 
very few to save expense. Ninety-seven per cent are purely ac- 
quisitive, merely seeking to get us to use “Gold Medal” instead 
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of “Pillsbury’s Best” or Williams’ instead of Colgate’s. A con- 
siderable proportion are characterized by charlatanism. This 
leaves an inappreciable percentage which is clearly calculated to 
add to well-being by stimulating new tastes. 

Being largely upon an advertising basis, magazines do not 
compete upon the basis of quality of reading-matter solely, and 
it is probable that better magazines would be the result of cut- 
ting down the advertising feature. In some cases the influence 
of advertisers limits the educational value of the magazine. 

To the writer, the logical conclusion seems evident. The 
carriage of news or intelligence is the original and essential 
function of the Post-office. The educational and moral addenda 
should be retained, but strictly construed. To these services 
the postal principle of low, flat rates and rapid, certain service 
should be applied. On the other hand, packages and less essen- 
tial reading-matter—books, advertising matter, magazines 
(largely advertisements), etc.—are of secondary importance 
and require less rapid and costly delivery. To them, apply the 
parcels-idea. The service, as at present conducted, is illogically 
divided. And it is this illogical condition which finds expres- 
sion in the government’s proposition to raise rates on magazine 
advertising matter. That proposition suggests the real trouble, 
and to that extent is a step in the right direction. The real 
criticism is that it does not go far enough. 


Lewis H. HANey 


University oF TEXAS 
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Tue Extra SESSION OF CONGRESS 

A Suip Supssipy INVESTIGATION 

BonpDING GOVERNMENT EMPLOYEES 

Tue Freicut Rate Decisions 

LUMBER OWNERSHIP IN THE UNITED STATES 
New Bonp Issues 

A Recorp oN APPROPRIATIONS 

THE PAN-AMERICAN CONGRESS 


The adjournment of Congress on March 4 without adopting the 
Canadian reciprocity treaty has practically compelled President Taft 
to issue a proclamation summoning a new session of Congress to 
meet on April 4. In conversation with the Canadian envoys, the 
President promised that he would use every means in his power 
to bring about the adoption of the treaty, while in attempting to win 
over members of Congress to the idea of a vote at the session just 


closed, he distinctly threatened an extra session, in the event his 
requests were not complied with. It is the general belief that this 
action practically assures the adoption of the bill ratifying the treaty. 
Meantime, a considerable mass ‘of material bearing upon the treaty 
is being collected. The most significant documentary information 
thus far made available is found in the hearings before the Senate 
Finance Committee (February, 1911) giving the record of a series 
of sessions at which various witnesses gave testimony with reference 
to the effect of reciprocity upon the industries whose products are 
dealt with in the agreement; and the report of the Tariff Board 
on reciprocity with Canada (Senate Document 849, 61st Cong., 3d 
sess.) in which is given the materia! collected by the board regarding 
wood pulp and print paper, agricultural products and a few other 
items. In addition to these there have been a few reprints of older 
material bearing upon reciprocity with Canada at former periods. 
These latter are largely documentary or other data printed on 
earlier occasions either for or against Canadian reciprocity plans 
then up for consideration. 
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Practically at the close of the session the so-called Olcott Ship- 
Subsidy Investigating Committee presented a report of the work 
done by it during the past year (House Report No. 2297, 61st 
Cong., 3d sess.). This report comprises in all upward of 2,000 
pages and gives the testimony taken by the committee on the sub- 
ject of subsidies as well as the findings of the committee itself. 
The committee was originally appointed in consequence of certain 
charges made against members by the advocates of ship subsidies 
who asserted that the failure of Congress to act on the subsidy 
question was due to the efforts of a powerful lobby provided with 
funds by owners of foreign-built vessels who were unwilling to 
see the establishment of an oceanic American merchant marine. 
The committee finds that no lobby either for or against subsidy 
legislation has been in operation, but it adds that this finding is 
based upon a definition of “lobbying” which would restrict that 
word to the use of “corrupting influence” with members of Con- 
gress. The main interest of the report is found in the testimony 
of witnesses concerning the methods by which freights are main- 
tained and tonnage distributed in trade between the United States 
and foreign countries. The committee learned that the so-called 
“steamship conferences” in existence for some time past perform 


this function of uniting and harmonizing conflicting interests and of 
preventing the employment of what are considered unreasonably 
competitive methods. 


The joint commission on the bonding of government employees 
has completed its work and has published its findings in a valuable 
document (Senate Document No. 1260, 61st Cong., 3d sess.) in 
which are summed up the recommendations of the commission and 
the actuarial computations of the experts employed to study the 
losses incurred through defalcations or other shortages of govern- 
ment employees. The report is specially interesting because it is a 
complete study in a field which has not hitherto been well worked 
and which is susceptible of very accurate treatment owing to the fact 
that careful records for a large aggregate of business are kept. Origi- 
nally the commission was created as a result of dissatisfaction 
among government employees because of the high rates charged by 
surety companies for bonds which the employees, when in positions 
of trust, had to furnish to the government. Some two years ago, 
Congress sought to relieve the employees by regulating the rates of 
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premium that could be charged by the bonding companies ; and it was 
provided that no bond which had been charged for at a rate in excess 
of the specified level should be received by the government from a 
bonded officer. This, however, was deemed inadequate, and was 
followed by demands for the establishment of a government bonding 
system. Ultimately the joint commission already referred to was 
created and was authorized to employ actuarial assistance for the 
analysis of the facts relating to losses incurred through shortages of 
government bonded employees. This work the actuaries and their 
staff have performed, and they have incidentally instituted com- 
parisons with the methods employed in foreign countries. They 
find that the work of existing bonding companies has been unsatis- 
factory and that the premiums have been far too high. Moreover, 
it is charged, the companies have been willing to connive at the 
escape of embezzlers whenever such individuals would arrange 
to protect the companies against loss on the bonds they had furnished. 
Hence the establishment of a government bonding system is rec- 
ommended, such system to be under the control of the Treasury 
Department. On the last day of the congressional session an 
effort was made to get an appropriation of $25,000 for the establish- 
ment of a bonding division in the Treasury, but this failed, and the 
report remains thus far without practical effect. 


In handing down its decisions in the advanced freight rate cases 
(Dockets Nos. 3400 and 3500, Interstate Commerce Commission) 
the Interstate Commerce Commission has terminated for the time 
being the long-standing and bitter controversy between the railroads 
and the shippers which was brought to a head in June, 1910, by the 
effort of the roads to anticipate the passage of the new railroad 
legislation by filing largely advanced tariffs which would have 
affected about six hundred railroad companies. In brief, the com- 
mission simply finds that no cause whatever exists for the advancing 
of the rates at the present time and therefore it disallows all of the 
advanced rates. Contrary to current opinion the decisions do not 
forbid or even argue against the advancing of railroad rates, but are 
based merely upon the narrow grounds that the particular rate ad- 
vances in question have not been shown to be warranted and hence 
cannot be allowed at present. The most remarkable feature of the 
decisions is seen in the fact that they are founded upon the alleged 
proof that the financial condition of the roads at the present time 
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does not demand more revenue. This opinion is supported by an 
analysis of the financial status of several roads which are taken as 
typical. The argument is put forward that, while it may be true that 
existing rates are not high enough to meet the needs of the so-called 
“weak roads,” they are high enough to provide a good return upon 
the value of the so-called average or normal road which has not been 
excessively overcapitalized and is not subject to any excessive 
or unusual disadvantages of location or high-traffic costs. No test 
of the essential reasonableness of the proposed rates is offered, ex- 
cept in so far as the effect of the rates on incomes may be considered 
to furnish such a, test of reasonableness. Thus the commission 
practically assumes authority to say what shall be a legitimate or 
normal rate of return upon railroad capital—a power never before 
claimed or assumed by it. The prospects now favor acquiescence 
on the part of the roads in the decisions of the commission with- 
out any attempt to appeal to the courts. In fact, the terms of 
the act of 1910 whereby the new Commerce Court was created 
leave but little ground upon which to transfer issues of fact from 
the commission to the court. In this connection, it is worth noting 
that the commission’s hearings and testimony in the railroad rate 
cases have been printed as a congressional document in ten volumes. 


The Bureau of Corporations has completed and issued the 
first part of a remarkable report on the lumber industry in the 
United States. This part deals simply with the subject of standing 
timber (Report of the Commissioner of Corporations on the Lum- 
ber Industry, Part I). In general, the principal facts shown by 
the report are as follows: (1) the concentration of a domi- 
nating control of our standing timber in a comparatively few enor- 
mous holdings, steadily tending toward a central control of the 
lumber industry; (2) vast speculative purchase and holding of 
timber land far in advance of any use of it; (3) an enormous 
increase in the value of this diminishing natural resource, with 
great profits to the owners. The report finds that the value of 
standing timber has increased within the past forty years, and 
chiefly in the past twenty years tenfold, twenty-fold, and even 
fifty-fold, according to local conditions. Forty years ago, three- 
fourths of the standing timber of the country was owned by the 
federal government but today four-fifths of it is privately owned. 
It has passed from government into private ownership by enor- 
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mous railroad, canal, and wagon-road grants by the federal gov- 
ernment; by direct government sales in unlimited quantities at 
$1.25 an acre; and as a result of certain public land laws, large 
tracts being assembled in spite of the legal requirements for small 
holdings. It appears that three large holdings of timber land have 
about II per cent of all privately owned timber. About one-half 
of the timber in the area investigated is held by only 195 holders. 
In the more valuable species of wood a much higher degree of 
concentration exists throughout the southern region. Sixty-seven 
holders own 29 per cent of the long-leaf yellow pine, 29 per cent of 
the cypress, 19 per cent of the short-leaf pine, and 11 per cent of the 
hardwood. As a consequence of these conditions, it is believed 
that the concentration of standing timber, if permitted to continue 
and increase, makes probable a final central control of the whole 
lumber industry. A few strong interests ultimately holding the 
bulk of the timber can set the price of timber and its products. 


Owing to the passage of the Panama bond legislation by Con- 
gress shortly before the close of the session (March 1) the Secretary 
of the Treasury is now able to issue any or all of the Panama bonds 
now authorized by law without giving to them the privilege of 
being used as security for national bank notes. Taken in con- 
junction with the previously existing legislation, this means that 
the Secretary now has power to issue, as Panama Canal expenses 
call for it, somewhat over $290,000,000 of bonds at a rate of interest 
not exceeding 3 per cent, such bonds to be sold without any privi- 
leges whatever and simply for what they are worth as investments. 
This leaves the approximately $730,000,000 of 2 per cent bonds 
now outstanding free from competition in the future, since none 
of the new issues can be used as security behind circulation unless 
the privilege of being so used is specifically assigned them by the 
Secretary of the Treasury. At present the amount advanced to 
the Panama Canal account out of the general funds of the Treas- 
ury is about $140,000,000 and this sum of bonds can be issued by 
the Secretary at any time that he feels disposed, and considers the 
conditions propitious. The Treasury has already ordered the 
bonds to be engraved and prepared for sale. The department may 
be able to go on for 60 or go days longer without borrowing, and 
may even stave off a loan longer than that if it is deemed wise to do 
so or if market conditions prove to be unsatisfactory for the bond 
operation. 
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A summary of the appropriations of the past Congress shows 
a grand total of $1,025,489,000, which is exceptionally large 
for a short session, inasmuch as the continuing appropriations made 
at the long session preceding are not included in the new appro- 
priations. With these omitted from the comparison, the appropria- 
tions of the session are stated by the chairman of the Appropriations 
Committee to be less than those of the preceding session by 
$2,500,000. As a remedy for the apparently uncontrollable ex- 
travagance of Congress, the chairman of the committee now rec- 
ommends the creation of a general Appropriations Committee whose 
duty it shall be to exercise all authority in appropriating money. 
It is supposed that by this means a better co-ordination of work 
would be secured and in consequence a more effective cutting down 
of excessive, and elimination of unnecessary, items would be ren- 
dered possible. The efforts of the administration to hold down 
expenditures by pruning estimates to some extent before sending 
them to Congress have been of comparatively small effect. The 
joint sessions held by the cabinet during the autumn for the purpose 
of keeping the estimates within reasonable compass have proven 
futile. There appears to be no prospect of securing such a change 
in the organization of the Appropriations Committee as is rec- 


ommended by its chairman, but, as is now generally conceded, it 
will be unavoidable that some system of economy be introduced if 
new sources of taxation are not to be sought in the very near future. 


Director Barrett of the Pan-American Union has issued a 
volume containing the complete proceedings of the Pan-American 
Commercial Conference held at the building of the Pan-American 
Union in Washington, February 13-18, 1911. At this conference, 
there was a large and very representative gathering of exporters 
interested in trade with practically all of the states of South America, 
and the papers read and discussions offered on the floor con- 
stitute an important contribution to the commercial geography 
of South America. The papers and other data with reference to 
the opening of the Panama Canal and its effect on North and South 
American commerce were particularly instructive. A mass of 
detailed trade information with reference to export problems and 
practices, credit and banking questions, transportation conditions, 
and various other important factors in the trade with South Amer- 
ica was also included. 





BOOK REVIEWS AND NOTICES 


Social Adjustment. By Scotr Neartnc. New York: Macmillan, 1911. 8vo, 
pp. xvit+377. $1.50 net. 

Dr. Nearing’s book is a burning plea for a social crusade to sweep away 
all the external hindrances to the free and full development of every man, 
woman, and child in the community. While it bears on nearly every page the 
stamp of the influence of Professor Patten and Dr. Devine, it makes an inde- 
pendent and fresh contribution to social discussion. Originality is shown not 
so much in the handling of the specific problems surveyed as in their correlation, 
and in the stress laid on the features of social responsibility and curability 
common to all. 

The general thesis advanced is the old Utopian doctrine of the universality 
of human capacity and the possibility of redressing all man’s ills by changing 
the environment. Incidentally, it is doubtful if the term “adjustment,” with 
its usual connotation of passive adaptation to the environment, is suited to 
describe processes which in the main involve changing the environment to give 
the individual freer play. In his main contention the author expounds with 
contagious enthusiasm one side of the truth in the age-long controversy as to 
the relative importance of heredity and environment, and probably the side 
of truth which most needs emphasis to hearten effort. Yet it is curious that in 
a study which so confidently and unreservedly asserts the all-importance of 
environment, no attempt is made to meet the arguments of that other and 
equally up-to-date and equally confident school which is asserting that only 
in eugenics is to be found social salvation. It may be that the eugenic contention 
that social reform is unavailing so long as we perpetuate the weaker rather 
than the stronger stocks can be disproved—or, better, reconciled—but disproof 
is not afforded by silence nor by a few sweeping and unsubstantiated statements 
as to the unimportance of heredity in the eyes of “modern science.” 

In the applications made of the general theory to specific problems, the 
author provides a good summary of current discussion and a connected pro- 
gram of social striving. The topics considered are: educational uniformity, low 
wages and standards, congestion of popukation, dependence of women, the 
menace of large families, the decadence of the home, the duration of working 
life, overwork, dangerous trades, industrial accidents, child labor, and unem- 
ployment. With regard to each the author seeks to show that existing malad- 
justments are due to economic causes, that grave social penalties are paid, and 
that remedy is possible. This systematic approach makes for clearness, though 
this simplifying is secured at the expense of tenability, when throughout it is 
sought to explain environment solely in terms of economics. The danger is 
common to all environmental theories of letting the overshadowed individual 
fade into abstraction, become a normalized card-index unit, a power of one 
dimension, economic or other, divested of all racial or religious or family 


35° 
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peculiarities. The first seven topics are those regarding which the author con- 
siders the public conscience most needs awakening, and which he handles in 
the freshest way. In the chapter in which the author breasts the tide of denun- 
ciation of race suicide, he recognizes the importance of quality rather than 
quantity in the population, without, however, being led to consider the bearing 
of the points made on his general environment theory. In the discussion of 
overwork, the eight-hour day is accepted as the ideal, without any endeavor to 
discriminate between industries and climates, and it is assumed without dis- 
cussion that legislative action is the only means for attaining the desired end 
of shorter hours. The implication on p. 209 that the eight-hour day in Austral- 
asia is primarily due to legislative activity is of course unwarranted. In the 
discussion of unemployment no mention is made of the possibilities of trade- 
union or government insurance, while sanction is given the discredited policy 
of government relief works. Whatever differences of opinion there may be, 
however, either on such points of detail or on the broader issue raised, few 
will read the volume without finding their thinking clarified on many points and 
their optimism heightened. It is an illustration and a justification of Dr. 
Patten’s contention that “the place of the economist is on the firing-line of 
civilization.” 
O. D. SKELTON 
QUEEN’sS UNIVERSITY 
KINGSTON, CANADA 


American Commercial Legislation before 1789. By A.perT ANTHONY 
Giesecke. New York: D. Appleton & Co., 1910. 8vo, pp. 167. $1.50. 


.This monograph forms one of the Series in Political Economy and Public 
Law of the University of Pennsylvania. Chap. i gives a brief survey of the 
mercantile system, the development of England’s commercial policy, and the 
methods used to supervise colonial legislation. In chap. ii the author shows 
that there was no unity in the policy of levying import and export duties, each 
colony acting independently. Duties were ‘levied primarily for revenue, but in 
the case of certain imports, particularly those on rum, the protective element 
entered in, and even that of prohibition. Lower duties were levied on goods 
imported directly into a port from the place of growth or manufacture. At least 
five colonies attempted to encourage the shipping industry or direct trade by 
such means. Contrary to England’s theory of the Acts of Trade, duties were 
levied on English goods in spite of protests from British merchants who com- 
plained that they were “treated as aliens in their own colonies” (p. 27). Later 
a royal order prohibited governors from assenting to such duties, and suspended 
the operation of such acts until approved by the crown. The author believes 
that it is difficult, if not impossible, to determine with any degree of precision 
the strength of the free-trade movement in the several colonies. Most of them 
were under the régime of free trade for short periods, but 'this condition was 
as often accidental as it was premeditated. Free trade was predominant in 
most commodities in the New England colonies, ‘with the exception of Massa- 
chusetts, and the same was true of the middle colonies with the exception of 
New York. In the southern colonies no elaborate tariff ‘system is found except 
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in South Carolina. Export were not so important as import duties, and were 
used less in the North than in the'South. They were levied on tobacco, skins, 
furs, lumber, etc., primarily for revenue, but in a few instances for the encour- 
agement of home industries. In the latter case duties were levied on raw ma- 
terials of commerce, such as wheat, lumber, and skins, which it was believed 
could be worked up within the colony, or in some instances to retain a commodity 
in the colony for consumption. Such duties did not effectively restrain ex- 
portation of commodities which were the produce of a colony. If this was 
deemed essential embargoes were employed for the purpose. 

Chap. iii deals with bounties, inspection laws, and embargoes. Bounties 
were granted by the mother country to increase the production of some com- 
modity with the expectation that such goods would be exported to England or 
elsewhere. The governors not infrequently urged the ‘colonial assemblies to 
grant bounties on those products which would furnish a means to pay the bal- 
ances due to England for her manufactured articles, and yet would not com- 
pete with the commodities produced in England, for example, hemp. Such 
bounties, however, were by no meats always successful. Massachusetts was par- 
ticularly active in giving bounties to encourage the manufacture of linen, woolen, 
and cotton cloth, commencing as early as 1640. Five colonies granted bounties 
for the production of silk, though in general the attempts to establish the silk 
industry in the colonies were a sacrifice to the principles of the colonial system. 
Wheat flour and salt received bounties in some colonies, and ship-building in 
Virginia and South Carolina. Bounties for exportation were less numerous and 
confined almost exclusively to Virginia, North Carolina, and South Carolina, 
and were granted for such articles as hemp, flax, tar, indigo, and cotton, though 
it is impossible to say how beneficial they were. A second means of encour- 
aging the trade of the colonies was by inspection laws. Several hundred such acts 
were passed. Their chief purpose was to raise or preserve the reputation of 
the commodities in the foreign market and thus prevent deceit and fraud affect- 
ing the quality or quantity of the articles exported. The mixing of a bad portion 
with a good one, and the adulteration of goods were common practices. Aill 
the colonies passed inspection laws respecting lumber, beef, and pork. Other 
laws provided for the inspection of fish, flour, tobacco, naval stores, etc. Em- 
bargoes were used for short periods to prevent scarcity of provisions, to protect 
home industries, and to provide for the employment of idle persons. 

Chaps. iv and v treat of tonnage duties, imposed to provide revenue for 
defenses, lighthouses, etc., and port regulations to prevent smuggling, secure 
registration of vessels, and enforce quarantine rules. The administrative ma- 
chinery of the colonies for the enforcement of their several acts of trade was 
not uniform and was lacking in effective administrative organization, for con- 
trolling and collecting the customs and carrying out the various navigation 
regulations. Chap. vi discusses the commercial policy of the colonies from the 
Revolution to 1789, the main emphasis being placed on embargoes, engrossing, 
and forestalling. Tariff legislation was mostly for revenue, though in some 
cases the motive was discrimination or protection. The author concludes that 
the dependence of the colonies on trade and navigation was the cause of nu- 
merous commercial regulations, many of which were later incorporated directly 
into our federal legislation or formed the basis for such legislation. 
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This book is a welcome addition to the literature of our early economic 
history, a subject which deserves much more attention than has yet been paid 
to it. So far as the actual legislation relating to trade and commerce is con- 
cerned, the subject is covered with a reasonable degree of thoroughness. The 
author attempts, in several cases, to estimate the effects of such legislation, but 
this feature of the book is not very satisfactory. Indeed, a thorough treatment 
of this phase of the subject is, perhaps, more needed than almost any other 
topic in our economic history. It would call for a wide investigation of other 
classes of sources than the laws, both in this country and abroad. Until this 
is done the subject of commercial legislation in its entirety is still untreated. 
The book is concisely and clearly written, is provided with adequate footnotes, 
and has an excellent bibliography and index. 

Marcus W. JERNEGAN 

Tue UNIVERSITY OF CHICAGO 


The Jukes. A Study in Crime, Pauperism, Disease, and Heredity. By 
Rosert L. Ducpate. Fourth edition, with a Foreword by ELIsHa 
Harris, M.D and an Introduction by FRANKLIN H. Gipptncs. New 
York: Putnam, 1910. 8vo, pp. v+120. 

Once more this little classic has been reissued and put within general reach. 
It had long been out of print—so long, in fact, that the publishers lost count, 
and have given us the fourth edition fifteen years after the fifth edition of 1895. 
Apart from this absurdity, which is likely to perplex the bibliographers, there is 
nothing in the book to call for review on the ground of novelty. We find it 
merely a fresh printing from the old, uncorrected plates. The one new feature— 
the introduction by Professor Giddings—is so compact and so just an estimate 
of the work as to make further comment seem even less necessary than it might 
otherwise have been. And yet, after all, a book which has been only with diffi- 
culty accessible to two or three university generations of students comes to 
them almost as a new book. For this reason it is noticed here—and for the 
stronger reason that one is moved to appraise the qualities that have given it 
its enduring importance, despite the advances of more than thirty years in that 
branch of science in which its author was a pioneer. 

Of the subject of the study it can hardly be necessary to say much by way 
of explanation. Mr. Dugdale undertook, in 1874, an investigation of county 
jails in the state of New York. In the course of his work he became interested 
in the case of a group of depraved criminals connected by close blood relation- 
ship; and as the result of devoted study and diligent accumulation of facts he 
extended his records of this family until it was found to comprise the twelve 
hundred felons and degenerates whom he has made notorious under the name 
of “Jukes.” From this mass of material Dugdale attempted to disentangle the 
separate effects of heredity and corrupt associations as causes of crime. 

In 1877, when The Jukes was published, the scientific study of heredity 
was barely begun. Galton, reckoned the first definitely to doubt the transmission 
of acquired characters, had but just declared his position two years before. The 
epoch-making studies of Weismann were still to be made known. Mendel’s 
experiments, performed a decade previously, had been announced and ignored. 
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Even yet, all that has been achieved during the last generation in promoting the 
knowledge of biological principles of inheritance has left us, as regards human 
beings, deep in doubt how to distinguish results of the determining forces of ex- 
ample and tradition from the original qualities determined before birth. It is not 
surprising, then, that Dugdale should have made but stumbling progress in many 
of his deductions. What is surprising and admirable in his work is his own 
consciousness of the limitations of his method, and his rare merit of caution 
in drawing conclusions, combined with earnest zeal in bringing forward all the 
evidence he could accumulate. “Tentative Inductions” is regularly the phrase 
with which he heads his inferences. Many of these inductions—as, for example, 
those dealing with the sex-proportion of illegitimate and legitimate children— 
are contrary to the evidence of more comprehensive studies. The inadequacy 
which here may be supposed to result from the limited data at his disposal 
doubtless may invalidate in similar degree his other conclusions. Yet much of 
significance remains. We are today increasingly inclined to believe that pauper- 
ism is the slow product of exhaustion by inbreeding, debauchery, and disease. 
The hypothesis that crime mostly springs from unions between vitiated and 
vigorous stocks is an interesting guide to further investigation. “The tendency 
of inheritance is to produce an environment,” in terms of parental example, 
which intensifies the effects of heredity, even though it may not “perpetuate” 
the inheritance itself. And though we question the views implied in Dugdale’s 
conception of “heredity itself as an organized result of invariable environment,” 
on account of his manifest belief in the strong hereditary effect of acquired modi- 
fications, we must agree with Professor Giddings’ statement of the main conclu- 
sion to which the book leads: “If bad personal antecedents are reinforced by 
neglect, indecent domestic arrangements, isolation from the disturbing and stimu- 
lating influences of a vigorous civilization, and, above all, if evil example is 
forced upon the child from his earliest infancy, the product will inevitably be 
an extraordinary high percentage of pauperism, vice, and crime.” 

On account of its historical importance and its lasting merit we welcome the 
book again. 

James A. FIEetp 


A Report on the Taxation and Revenue System of Illinois. Prepared for 
the Special Tax Commission of the State of Illinois. By Joun A. 
Famuie. Danville: Illinois Printing Co., 1910. 8vo, pp. xv+255. 


In answer to a widespread demand for revision of the state-tax system the 
General Assembly of Illinois, in 1909, authorized the governor to appoint a 
special commission to investigate and report on the working of the revenue laws 
and to suggest changes in the method of taxation now employed. The report 
of this commission included, besides the formal findings and recommendations, 
additional information compiled by experts. The volume under consideration 
was prepared by Professor Fairlie in this connection. 

The work is of the nature of a handbook, designed primarily for the use 
of the members of the general assembly, and must prove a valuable aid in recon- 
structing the state-tax system, should such a course be decided upon. As a 
natural consequence of the purpose of the work, the explanations are often very 
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brief and fall far short of completeness, particularly in regard to local adminis- 
tration. But it is more than a handbook; for not only does it contain an explana- 
tion of the method of raising state revenues, but it also shows clearly the need 
of a more centralized administration and points out the futility of attempting 
to tax complex modern business corporations in accordance with the provisions 
of the constitution of 1870, under which the state is working. 

The introductory chapter begins with a short sketch of the historical develop- 
ment of taxation in Illinois and then outlines the present system. The prohibi- 
tion, by the constitution, of the separation of the sources of state and local 
revenues has forced the state to depend almost entirely upon the general property 
tax for its income. Constitutional limitations on the tax rate of the different lo- 
calities has not only caused endless confusion in collection, but has also been 
largely responsible for gross inequalities between different localities. The estab- 
lishment of a consistent plan of state taxation has not been attempted and “the 
present system has developed in a desultory way with little effort at any correlated 
system of taxation and revenue.” 

Chapters ii to vi deal with the local assessment and the equalization of the 
general property tax. Real estate is valued quadrennially by the local assessor, 
who views the property and estimates its fair sale value. Professor Fairlie 
finds that there is much evasion; that urban and rural property escape to about 
the same extent; that, as usual, the great evil in undervaluation lies in varia- 
tions from county to county, which frequently amount to 50 per cent; and, that 
whatever changes may be desirable in the present method of assessing real 
estate, the most immediate need is for administration by experts appointed 
apart from political influence. An explanation of the machinery of assessment 
of personal property is followed by a survey of results from 1860 to the present. 
Personal property now constitutes about the same proportion of the total assess- 
ment as at the earlier date, but there has, of course, been an enormous amount 
of evasion, particularly with respect to mortgages and credits. After consider- 
ing the taxation of mortgages either as an interest in the real estate, or by a 
special recording fee, the author inclines to the notion that both the mortgage 
and the property it represents should be compelled to pay taxes. 

Defects in the administration of the tax system are not all, however, to 
be attributed to the inefficiency of the local assessor; an examination of the 
work of the state board of equalization reveals an increasing tendency to allow 
valuations to stand regardless of the lack of uniformity. The author concludes 
that this is due to the personal bias of the members of the board in favor of 
their own districts, to the diffusion of responsibility by the committee system 
of organization, and to a lack of proper methods of equalization. The sub- 
stitution of a small appointive commission, devoting their entire time to central 
administration, for the present elective board of twenty-six members, is highly 
desirable. 

The assessment of railroads, and the capital stock of corporations, in 
so far as their value exceeds the local assessment of their physical property, 
is also performed by the state board. In regard to railroads it is found that 
there are many inequalities between roads of the same earning capacity, and that 
the share of the total property valuation made up by the railroads in Illinois 
is only about three-fourths of the proportion in Michigan and Wisconsin. 
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The assessment of corporations for the purpose of ascertaining the corporate 
excess has been even less satisfactory than the valuation of railroads. In 
1909 only fifteen concerns were assessed for as much as $100,000 above the 
value of their tangible property. 

After a brief study of tax rates and revenues since 1873, in which it is 
found that charges for the support of state and county have not increased 
as rapidly as the true value of all taxable property, while those for schools 
and municipal government have tended to exceed it, a lengthy chapter is de- 
voted to special taxes, licenses, and fees. Here the difficult task of summariz- 
ing the facts of law and practice in regard to the taxation of insurance com- 
panies and the assessment of fees on corporations is attempted with no very clear 
results. Confusing statements are made at times. On p. 109 we are told that 
“the ‘reciprocal clause’ of the Act of 1869,” which is a retaliatory tax, “has 
remained the basis for the taxation of foreign fire insurance companies,” 
although it is stated (p. 18) that, “Foreign insurance companies, other than 
life, are required to pay 2 per cent on the gross amount of premiums received 
for business done in the state.” 

The remainder of the text contains short descriptions of state boards of 
equalization and taxation and more detailed explanations of the corporation 
taxes employed by other states. Numerous tables scattered throughout the 
text and a statistical appendix present in compact form important data re- 
lating to assessment, revenue, and expenditures compiled from [Illinois state 
publications. 

On the whole, a clear and impartial statement of existing conditions, the 
book may profitably be read by the taxpayers of Illinois, and by all persons 
who are interested in the struggle for efficient administration and equity in 
taxation. 

F. B. Garver 


Tue UNIVERSITY oF CHICAGO 


Individualism. Four Lectures on the Significance of Consciousness for Social 

Relations. By Warner Fitr. New York: Longmans, Green & Co., ror. 

Pp. xix+3o01. 

This volume is the outcome of four summer lectures given at the University 
of Chicago, but not lacking in content because of the time of their delivery. 
While acknowledging his indebtedness to Frofessor Dewey and Professor 
Royce, the author thinks it a part of his individualism to be both appreciative 
and critical. 

In his first lecture he gives us his conception of the individual and his 
importance in the world, protesting against the prevailing exaggeration of the 
social and the depreciation of the individual. On this point he renders a signal 
service, and recalls the judgment back from following too facilely the hue and 
cry for social activity and helps us to a saner view of the true relation of the 
individual to his surrounding world. He points out that all values—social as 
well as individual—have their source in the individual as a conscious agent. 
Seen from within, the action of the individual is explained by his understanding 
of the world about him and by the purposes he seeks to accomplish. That is, 
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no individual is, in reality, separated from the activity of others; he is not 
a mechanical, exclusive unit. Self-adjustability is implied in the concept of 
a conscious individual. The error of the day is in regarding man as a mechani- 
cal being, isolated, unconscious of external relations. When men are conscious 
and intelligent they make adjustments and arrive at harmony. 

Two mechanical units, like two billiard balls, are mutually exclusive, and 
individualistic, and their relations are determined by present force; but con- 
scious activity is determined at any moment by the present, past, and future. 
Consciousness involves selection, and the result is a force of personal activity. 
Society is the outcome of conscious individual aims; therefore, the individual 
is not the product of the social order. Wider social activity means only a wider 
social consciousness of the individual. By way of illustration, we are reminded 
that independence of thought and character are indispensable for any truly 
social life. 

After justifying his views against the usual analysis of eighteenth-century 
thought, and against Dewey and Tufts, the author proceeds to a discussion 
more interesting to the economist of Individual Rights and Social Reform 
(p. 231). The only basis for “natural rights” is that a man is a conscious agent. 
In his treatment of consciousness as a matter of degree, and therefore of 
individual right as also a matter of degree, he rests the assertion of individual 
rights not on social approval, but upon inner consistency. Thus, as regards 
the relation of labor to capital, the public has no rights because it is a public. 
That is, a right is determined, not by the state, but by the intelligence of the 
individual. A “social contract” is involved in the very idea of the social relations 
of conscious beings. 

In this part of his treatment, and in the application to the question of indi- 
vidualism and socialism, the author is especially interesting and illuminating. 
The whole volume is fresh, original, and instructive, and deals with most timely 
topics. It is worth study. 

Lk 


The Great States of South America. By CuHartes W. Domvitie-Fire. 
London: G. Bell & Sons, Ltd., 1910. Pp. xv+235. 12s. 6d. net. 


In an endeavor to portray the opportunities of the British merchant and 
capitalist in South America the author of this volume attempts to compress a 
topographical, political, and commercial survey of nearly half a continent with 
an area of about seven million square miles and a population of sixty millions 
into the brief space of about two hundred pages—a task so difficult that few 
modern writers would willingly undertake it. 

The writer has given a comparatively brief résumé of his extensive subject, 
rather than a close and thorough investigation. The scope of the work has made 
necessary the exclusion of almost everything but bare facts; it was not necessary, 
however, to employ a brevity of phrase which not only sacrifices literary style 
but is in many cases obscure. Thus (p. 24): “The average annual value imports 
and exports from and into the Republic is approximately $120,000,000 and 
$200,000,000 respectively, which is an increase on the right side.” On p. 90 
we get a concise view of the government of Bolivia: “The constitution of Bolivia 
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is based on the unitarian system of central government, there being two houses, 
one of Senators and the other of Deputies.” 

A glaring defect in the work is the failure to adhere to one system of 
currency, of weights, and of measures. One would think the author imagined 
the reader carried a purse in which pounds, shillings, pence, dollars, cents, francs, 
so much in gold and so much in South American paper money were thrown in 
together. Pounds and kilograms unite in the same sentence as do acres and 
hectares, not to speak of miles and kilometers, uniting to form one vast railroad. 
Such confusion is about sufficient to destroy the aim of the book. The masses 
who might read it with credence and enthusiasm would soon tire when confronted 
with such mental torture. 

Seventy-two excellent illustrations and eight maps accompany the text. 
Toward the close of the work is a rather brief discussion of the Central American 
International Bureau; this is followed by a rather emphatic statement on the 
tariff problem in South America, but the author, being thoroughly English in 
every other respect, could not be expected to think otherwise than he does on 
this question. Concerning the correctness of the details in this work the reviewer 
cannot judge, and the sources of information are never given. If these had been 
stated the real aim of the work might have been furthered by thus opening 
the avenues of investigation to interested capital. 


Les régies municipales. By Emite Bouvier. Paris: Octave Doin et Fils, 

1910. 8vo, pp. v+443+xii. Fr. 5 net. 

Though Les Régies municipales is a treatment of “municipal ownership” 
with respect particularly to France, yet it is not devoid of general interest. 

The book is divided into three parts with a very brief introduction containing 
an account of the results of the investigations upon this subject carried on, in 
England, by a parliamentary commission and, in the United States, by the 
National Civic Federation. In the first part of the book, the author discusses 
the causes leading to municipal control of public utilities. Briefly stated, these 
causes are financial, political, social, and economic. The chief advantage that 
the author sees in a system of municipal control of public utilities is that they 
serve as a source of revenue to the government of the city. In support of this 
statement a considerable, but none too carefully analyzed, array of facts and 
figures are taken from England, Germany, Italy, Switzerland, and other countries 
where “municipal control” has been developed. 

The second part is perhaps the least interesting to the general student. It 
deals wholly with the juristic aspect of the question and is in relation to the 
laws of France. It is interesting to note that in spite of the opinions of some 
prominent jurists, the author concludes that in assuming control of its public 
utilities a municipality is guilty of no violation of the laws in France. 

The last part of the book contains a discussion of the limits of ‘“‘municipal 
undertakings.” In contrast with the conclusions reached by the National Civic 
Federation, the author concludes that a municipality is not necessarily limited 
by the character or magnitude of enterprises which it might choose to undertake. 
The success of such undertakings, however, depends entirely upon their organiza- 
tion upon a solid commercial and economic basis, meaning by this, that the ad- 
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ministration of public utilities must be separate from the political administration 
of the city. 

It would have been highly interesting if the author had dealt with the influence 
of “municipal control” within the bounds he indicates, upon the political life of 
France. He gives us to understand by his silence upon this point, that neither 
the form nor the character of the government would be affected by its sweeping 
control and administration of public utilities. 


The American Commonwealth. By James Bryce. New and revised edition. 
New York: Macmillan, 1910. 2 vols. 8vo, pp. xvit+742; viit+962. $4.00 net. 


At a time when so many reforms are being proposed, a complete re- 
vision of this well-known classic is most timely. Many new problems, the 
result of recent developments, call for a broad, comprehensive insight into 
the real points at issue and the significance of recent tendencies for their solution. 
To the understanding of these problems Ambassador Bryce, in his revised edition, 
contributes the latest opinions of an unbiased Anglo-Saxon alien. Moreover, the 
existence of many pirated and garbled editions of this work, which, having been 
first published before the existence of an international copyright law, has not been 
thereby protected, has also called for the present revision. 

Many alterations have been made. Statistics have been brought down 
to date, and former conclusions qualified in the light of modern tendencies. 
Mr. Bryce’s contact with the American people has brought a clearer insight 
into their life and problems. Besides the minor changes, several new discus- 
sions have been included. Mr. Seth Low has completely rewritten the chapter 
on municipal government in view of the emergence of new ideas and political 
arrangements, such as primary legislation and the commission system. The 
new chapter on the “Latest Phase of Immigration,” which considers the 
causes, conditions, effects, and tendencies, calls attention to the influence on 
moral standards as the central problem. ‘Further Reflections on the Negro 
Problem” reveals encouraging tendencies toward the development of that in- 
dustrial capacity of the Negro which will demand and secure his re-enfranchise- 
ment. The chapter on “New Transmarine Dominions’? commends the American 
policy of colonial administration and shows that any tendency toward territorial 
expansion is effectively checked by the fact that democratic government requires 
for success the equality and homogeneity of its citizens. Mr. Bryce’s “Further 
Observations on the Universities” recognizes the dangers of the American system, 
yet shows that they are a very potent force in American development. 


Where Shall She Live? By Mary Hiccs anp Epwarp E. Haywarp, M.A. 

London: P. S. King & Sons, 1910. 16mo, pp. 213. Is. 6d. 

The opening chapter of this little book is very appropriately given to a 
treatment of the influence of the Industrial Revolution in bringing into ex- 
istence a new problem—the woman worker. It is shown how she has become 
as economically free as her brother worker, and thus an industrial unit. In 
England and Wales 31.6 per cent of the women are in industry. Rather 
rigid class distinctions have come to exist in the trades. In a further analysis 
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women workers are grouped into six classes according to calling, and the per- 
centage of the total number of workers is given in each instance. It is shown 
that her wages are very low in all, and that she is frequently out of employ- 
ment, which necessitates her seeking work elsewhere. The great question 
which is raised is “where shall she live?” both when employed and when 
unemployed. 

Before taking up actual housing conditions in chaps. iii ff., chap. ii is 
devoted to a statement of the problem involved in the relation of housing 
to woman’s efficiency and productiveness, and in relation to future generations. 
It is shown that 8 per cent of the English population is overcrowded, and that 
the problems can be effectively dealt with only when it is learned how to 
deal more effectively with the landlords, the slum owners, and the lodging-house 
keepers. The evils coming out of overcrowding under the various conditions 
under which the several classes of women workers live are not confined solely 
to inefficiency as producers, but the immorality which such a system breeds 
is appalling. A very interesting account is given of the “live-in” system 
found in the main among the shop assistants. It is shown that board and 
lodging are not only inadequate and unsuitable, but that under the system the 
employer determines how practically half the salary of his help shall be spent. 

The professional women have better quarters in the residential club, but 
they cannot nearly be accommodated. The authors show worse conditions 
than anywhere else among the great group of pauper roomers. While in 
1906-7 some 618,000 received aid from the Poor Law, still many widows, sick 
and otherwise needy, had to be turned away without relief. Horrible conditions 
are shown to exist under the Poor Law relief. A vivid picture is given of 
the lying-in wards with their promiscuity and idleness. It is shown how 
the Poor Law regulations and the numerous by-laws of municipalities for reg- 
ulating the lodging-houses are flagrantly disregarded. 

The primary needs are shown to be separation of the sexes, municipal 
lodging-houses, and in general, closer supervision. 

The book is written in a conservative tone and is quite readable. The 
facts and figures are gathered from various official sources, and being sub- 
stantiated by actual investigation on the part of the writers, may safely be 
regarded as authoritative. 











